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shall be the responsibility of the producer
to see that all necessary entries have
peen made on the Form AA. Upon
timely receipt of Form AA, the New
Orleans office will forward the warehouse
receipts to a bank designated by the
producer with directions to the bank to
release the warehouse receipts to the
producer upon payment of the loan value
of the cotton plus applicable charges and
interest. Banks may accept valid cot-
ton export payment certificates issued
under the cotton export program in pay-
ment of all or part of the amount due
on CCC loans on upland cotton. If pay-
ment is not effected within five business
days after the receipts are received by
the bank or prior to the time at which
the lnan matures and CCC acquires the
cotton, which ever is the earlier, the bank
will return the warehouse receipts to the
New Orleans office. Repayments will
not be accepted after CCC acquires the
cotton. All charges assessed by the
bank to which the warehouse receipts are
sent must be paid by the person redeem-
ing the cotton.

(Secs. 4, 5, 62 Stat. 1070, as amended; secs.
101, 103, 401, 63 Stat. 1051, as amended; 15
US.C. 714 b and ¢; T U.S.C. 1441, 1444, 1421)

Effective date. 'This amendment shall
become effective upon publication in the
FEDERAL REGISTER.

Signed at Washington, D.C. on Novem-
ber 27, 1963.
H. D. GODFREY,
Ezecutive Vice President,
Commodity Credit Corporation.
[FR. Doc. 63-12507; Filed, Dec. 2, 1963;
8:54 am.]

Title 16—COMMERCIAL
PRACTICES

Chapter —Federal Trade Commission
[Docket C-618]

PART 13—PROHIBITED TRADE
PRACTICES

McCrory Corp.

Subpart—Advertising falsely or mis-
leadingly: § 13.15 Business status, advan-
tages, or comnections; §13.15-235 Pro-
du_cer status of dealer or seller; § 13.15-
235(m) Manufacturer. Subpart—Using
misleading name—vendor: § 13.2445
Producer or laboratory status of seller.
(Sec. 6, 38 Stat. 721; 15 U.S.C. 46. Interpret
or apply sec. 5, 38 Stat. 719, as amended; 15
US.C. 45) [Cease and deslst order, Mc-

Crory Corporation, New York, N.Y., Docket
C-618, Nov. 8, 1963]

‘.‘Consent order requiring a New York
City operator of numerous stores under
the name “Gulf Mills Discount Depart-
ment Stores” in various states, to cease
u§mg; the word “Mills” in the stores’
gume since it owned no mill or factory
ut bought from manufacturers and oth-
ers the clothing and other merchandise
1t offered for resale.
mgThfe order to cease and desist, includ-
. urther order requiring report of
ompliance therewith, is as follows:
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It is ordered, That respondent Mc-
Crory Corporation, a corporation, and its
officers, and respondent’s representatives,
agents and employees, directly or through
any corporate or other device, in con-
nection with the offering for sale, sale
or distribution of clothing or any other
merchandise in commerce, as ‘“com-
merce” is defined in the Federal Trade
Commission Act, do forthwith cease and
desist from using the word “Mills” or any
other word of similar import or meaning
in or as a part of respondent’s corporate
or trade name, or representing in any
other manner, that respondent is the
manufacturer of the clothing and the
other merchandise sold by it unless and
until respondent owns and operates, or
directly and absolutely controls, the
manufacturing plant wherein such cloth-
ing or other merchandise is made.

It is further ordered, That the re-
spondent herein shall, within sixty (60)
days after service upon it of this order,
file with the Commission a report in
writing setting forth in detail the man-
ner and form in which it has complied
with this order.

Issued: November 6, 1963.
By the Commission.

[SEAL] JosepH W. SHEA,
Secretary.
[F.R. Doc. 63-12476; Filed, Dec. 2, 1963;

8:47 am.]

Title 18—CONSERVATION
OF POWER

Chapter |—Federal Power
Commission’

[Docket No. R-228; Order 272]
PART 11—ANNUAL CHARGES
Miscellaneous Amendments

NoVEMEER 20, 1963.

We are concerned here with amend-
ments to § 11.20 and § 11.31 of Subchap-
ter B, Part 11 of the Commission’s regu-
lations under the Federal Power Act (18
CFR 11.20) which were proposed in the
amended notice issued herein on August
27, 1963.

Section 11.20 would be amended so as
to base the assessment of annual charges
for licenses heretofore or hereafter issued
for projects of more than 2,000 horse-
power installed capacity (other than
those issued to State or municipal li-
censees) upon the actual costs of admin-
istering Part I of the Act, except those
costs associated with administration of
the Act in regard to licenses issued to
State and municipal licensees, licenses
for projects of not more than 2,000 horse-
power installed capacity and those minor
part licenses for which the charges have
been waived in whole or in part under
section 10(i) of the Act. The assessment
of annual charges shall be in the pro-
portion that the annual charge factor
for each such license bears to the total
of the annual charge factors under all
outstanding licenses. The annual charge
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factor shall include components based
upon both project capacity and energy
generated.

Section 11.31 would be amended so as
to extend the period for payment of all
annual charges by licensees (except
charges for headwater benefits) from 30
days to within 45 days of rendition of a
bill therefor by the Commission.

General public notice of this proposed
rule making was given in the FEDERAL
REGISTER on August 31, 1963 (28 F.R.
9648) .

In commenting on the proposed
amended regulation, most of the licens~
ees reporting took the position that li-
censes may be altered only by mutual
agreement of the licensee and the Com-
mission, unless otherwise provided in the
license, and this was especially so in
connection with licenses issued prior to
the 1935 amendment of the Federal
Water Power Act. Some stated that the
proposed amended regulation provides no
ceiling as to the assessment which may
be imposed; that it does not describe how
costs are to be determined initially; and
that it does not specify the basis for the
allocation of such costs as between public
and private projects. It appeared to one
licensee that the proposed regulation will
reasonably apportion, between capacity
and energy, the annual charges involved.

No comments respecting the proposed
amendment to § 11.31 were made.

We have considered the comments sub-
mitted. Section 10(e) of the Act, both
prior and subsequent to the 1935 clarify-
ing amendments, provides that “the li-
censee shall pay to the United States
reasonable annual charges in an amount
to be fixed by the Commission for the
purpose of reimbursing the United States
for the costs of administration” of Part
I of the Act. The above quoted terms
and conditions are expressly made part
of licenses issued both prior and subse-
quent to 1935, The annual assessment
to a given non-public licensee under the
proposed amended regulation will include
charges in relation to the administrative
costs incurred by the Commission under
Part I of the Act with respect to non-
public projects, except those incurred in
connection with minor projects, those
which have been waived for minor part
licenses under section 10(i) and those
fixed by the Commission in determining
headwater benefit payments under sec-
tion 10(f) of the Act.

Upon consideration of the entire record
in this proceeding, the Commission finds:

(1) The adjustment of annual admin-
istrative charges, as hereinafter provided
is necessary and appropriate in carrying
out the provisions of the Federal Power
Act.

(2) The extension of the period for
payment of annual charges by licensees
(except charges for headwater benefits),
as hereinafter provided, is in the public
interest.

Acting pursuant to the authority
granted by the Federal Power Act, par-
ticularly sections 10(e) and 309 thereof
(16 U.S.C. 803(e), 825h), the Commis-
sion orders: .

(A) Sections 11.20 and 11.31 of the
Commission’s regulations under the Fed-
eral Power Act, Subchapter B, Chapter
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I of Title 18 of the Code of Federal Regu-
lations are amended as follows:

1. In §11.20 delete the introductory
paragraph and paragraph (a) and the
three subparagraphs thereunder and in
lieu thereof insert the following; amend
paragraph (¢), to read as follows.

§ 11.20 Costs of administration.

Reasonable annual charges will be as-
sessed by the Commission against each
licensee fo reimburse the United States
for the costs of administration of Part I
of the Federal Power Act as follows:

(a) For licensees, other than State or
municipal, of projects of more than 2,000
horsepower of installed capacity:

(1) A defermiration shall be made
for each fiscal year of the costs of ad-
ministration of Part I of the Federal
Power Act chargeable to such licensees,
from which shall be deducted such ad-
ministrative costs allocated by the Com-
mission to minor part licenses for which
administrative charges are waived under
section 10 (i) of the Act and those fixed
by the Commission in determining head-
water benefit payments.

(2) For each calendar year the costs
of administration determined under sub-
paragraph (1) of this paragraph shall
be assessed against each such licensee in
the proportion that the annual charge
factor for each such project bears to the
total of the annual charge factors under
all such outstanding licenses.

(3) The annual charge factor for each
such project shall be its authorized in-
stalled capacity (horsepower); plus 150
times its annual energy output in kilo-
watt hours divided by one million.

. (4) To enable the Commission to de-
termine such charges annually, each
such licensee shall file with the Com-
mission, on or before February 1 of each
yvear, a statemeni under oath showing
the gross amount of power generated (or
produced by non-electrical equipment)
by the project during the preceding

calendar year, expressed in kilowatt
hours.
- - » - -

(c) For licensees of projects of 2,000
horsepower or less of installed capacity
the charge for costs of administration
shall be 5 cents per horsepower, with a
minimum charge of $5 per annum for
each such license except for those licens-
es for which administrative charges are
waived under section 10(i) of the Act.

- * - - .
2. Paragraph (a) of §11.31 is hereby
amended to read as follows:

§11.31 Time for payment, protest or
request for hearing, penalties.

(a) Payment of annual charges. An-
nual charges shall be paid within 45 days
of rendition of a bill therefor by the Com-
mission, except that annual charges for
headwater benefits shall be paid within
60 days of rendition of a bill therefor,

- - L4 * a

(Secs, 10(e) and 309 (16 U.S.C. 803(e), 825h)

(B) The amendments prescribed here-
in will become effective on January 1,
1964,

RULES AND REGULATIONS

(C) The Secretary shall cause prompt
publication of this order to be made in
the FEDERAL REGISTER.

By the Commission.

[sEAL] JoserH H. GUTRIDE,
Secretary.
[FR. Doc. 63-12475; Filed, Dec. 2, 1963;

8:47am.]

Title 26—INTERNAL REVENUE

Chapter l—Internal Revenue Service,
Department of the Treasury

SUBCHAPTER A—INCOME TAX
[T.D. 6691]

PART T1—INCOME TAX; TAXABLE
YEARS BEGINNING AFTER DE-
CEMBER 31, 1953

Miscellaneous Amendments

On December 20, 1962, notice of pro-
posed rule making with respect to the
amendment of the Income Tax Regula-
tions (26 CFR Part 1) under chapter 2
(Self-Employment Contributions Act of
1954) of the Internal Revenue Code of
1954 to conform such regulations to
Title II, Social Security Amendments of
1956, the Act of August 30, 1957 (Public
Law 85-239), Title IV, Social Security
Amendments of 1958, Title I, Social
Security Amendments of 1960, and Title
II, Social Security Amendments of
1961 was published in the Feperan REG-
ISTER (27 F.R. 12621). After considera-
tion of all such relevant matter as was
presented by interested persons regard-
ing the rules proposed, the amendments
of the regulations as so proposed are
hereby adopted, subject to the changes
set forth below:

ParacraprH 1. Paragraph (a) of § 1.1402
(a)-2, as set forth in paragraph 1 of
the notice of proposed rule making, is
changed by revising the next to last
sentence of such paragraph.

Par. 2. Paragraph (a) of § 1.1402(a)-
4, as set forth in paragraph 1 of the
notice of proposed rule making, is
changed by revising the next to last
sentence of such paragraph, and para-
graph (b) of such section is changed
by revising subparagraphs (1) and (2),
by deleting subparagraph (3), by renum-
bering and revising subparagraphs (4),
(5), and (8), and by renumbering sub-
paragraph (7) as subparagraph (6).

Par. 3. Paragraph (¢) of § 1.1402(a)-
11, as set forth in paragraph 1 of the
notice of proposed rule making, is
amended by revising the title thereof, by
revising the title of subparagraph (1) of
such paragraph, and by revising sub-
paragraph (2) () and (dii) of such
paragraph to correct cross references.

Par. 4. Paragraph (d) of § 1.1402(a)—
13, as set forth in paragraph 1 of the
notice of proposed rule making, is re-
vised by changing the word “individual”
to “person” wherever it appears in the
first sentence of such paragraph.

Par. 5. Paragraph (b) of § 1.1402(b)-1,
as set forth in paragraph 1 of the notice
of proposed rule making, is changed by
revising subparagraph (2) (1) of such

paragraph, and paragraph (¢) of such
section is changed by revising the thirq
and fourth sentences thereof.

PaR. 6. Section 1.1402(¢)-5, as set forth
in paragraph 1 of the notice of proposed
rule making, is changed by revising par-
agraphs (a), (b)(1), (e) (1), and (d) of
such section to correct cross references,

Par. 7. Section 1.1402(c) -6, as set forth
in paragraph 1 of the notice of proposed
rule making, is changed by revising par-
agraph (b) of such section to correct
cross references.

Par. 8. Section 1.1402(e) (1)-1, as set
forth in paragraph 1 of the notice of
proposed rule making, is changed by re-
vising paragraph (b) of such section to
correct cross references.

. Par. 9. Section 1.1402(e) (3)-1, as set
forth in paragraph 1 of the notice of
proposed rule making, is changed by re-
vising the third sentence of paragraph
(a) (1) of such section.

Par. 10. Section 1.1402(f)-1 is amend-
ed by revising paragraph (b) to correct
cross references.

(Sec. 7805 of the Internal Revenue Code of
1954 (68A Stat. 917; 26 U.S.C. 7805) )

(sEavL] MorTIMER M. CarLiN,
Commissioner of Internal Revenue.

Approved: November 20, 1963.

STANLEY S. SURREY,
Assistant Secretary of the
Treasury.

In order to conform the Income Tax
Regulations (26 CFR Part 1) to the
amendments made to the Internal Reve-
nue Code of 1954 by Title IT of the Social
Security Amendments of 1956 (70 Stat.
839), the Act of August 30, 1957 (Public
Law 85-239, 71 Stat. 521), Title IV 9!
the Social Security Amendments of 1958
(72 Stat., 1041), Title I of the Social
Security Amendments of 1960 (74 Stal.
924), and Title II of the Social Securiy
Amendments of 1961, such regulations
are amended as follows:

ParaGrapH 1. Sections 1.1401 fo
1.1403-1, inclusive, are deleted, and the
following regulations are substituted
therefor:

Sec.

1.1401 Statutory provisions: rate of
tax on self-employment
income.

1.1401-1 Tax on self-employment in-
come.

1.1402(a) Statutory provisions; defini-
tions; met earnings from
self-employment.

1.1402(a)-1 Definition of net earning
from self-employment.

1.1402(a)-2 Computation of net earn”
ings from self-employ”
ment.

1.1402(a)-8 Special rules for computing
net earnings from self-
employment.

1.1402(a)—4 Rentals from real estaté.

1.1402(a)-5 Dividends and interest. 3

1.1402(a)-6 Gain or loss from dispos
tion of property. 9

1.1402(a)-7 Net operating loss deduc
tion.

1.1402(a)-8 Community income.

1.1402(a)-9 Puerto Rico. k.

1.1402(a)-10  Personal exemption dedd
tion.

1.1402(a)-11  Ministers and members of
religious orders.
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Sec.
1.1402(a)~12
1.1402(a)-13

1.1402(2)-14

1.1402(a)-15

1,1402(a)-16
11402(b)

1.1402(b) -1
1.1402(c)

1.1402(c)-1
1.1402(c)-2
1.1402(c)-3
1.1402(c) -4
1.1402(c)-5
1.1402(c) -6
11402 (d)

1.1402(d) -1
11402 (e) (1)

1.1402(e) (1) -1

11402 (o) (2)

11402(e) (2) -1

11402(e) (8)

11402(e) (3) -1

11402 (e) (4)

1.1402(e) (4) -1

114()2.e)|5)

1.1402(¢) (5)-1

114«)2.‘.,\6)

1.1402(e) (g) -1

Possession of the United
States.

Income from agricultural
activity.

Options available to farmers
in computing net earnings
from self-employment for
taxable years ending after
1954 and before December
31, 1956.

Options available to farmers
in computing net earnings
from self-employment for
taxable years ending on or
after December 31, 1956.

Exercise of option.

Statutory provisions; defi-
nitions; self-employment
income.

Self-employment income,
Statutory provisions; defini-
tions; trade or business.

Trade or business.

Public office.

Employees.

Individuals under Railroad
Retirement System.

Ministers and members of
religious orders.

Members of certain profes-
sions.

Statutory provisiors; defini-
tions; employee and wages.

Employee and wages.

Statutory provisions; defini-
tions; ministers, members
of religious orders, and
Christian Science practi-
tioners; walver certificate.

Election by ministers, mem-
bers of religious orders,
and Christian Sclence
practitioners for self-em-
ployment coverage.

Statutory provisions; defini-
tions; ministers, members
of religlous orders, and
Christian Science practi-
tioners; time for filing cer-
tificate.

Time limitation for filing
walver certificate.

Statutory provisions; defini-
tions; ministers, members
of religlous orders, and
Christian Science practi-
tloners; effective date of
certificate.

Effective date of waiver cer-
tificate.

Statutory provisions; defini-
tions; ministers, members
of rveligious orders, and
Christian Science practi-
tioners; treatment of cer-
tain remuneration paid in
19556 and 1956 as wages.

Treatment of certain re-
muneration paid in 1955
and 1956 as wages.

Statutory provisions; defini-
tions; ministers, members
of religious orders, and
Christian Science practi-
tioners; optional provision
for certain certificates
filed on or before April
15, 1962.

Optional provision for cer-
tain certificates filed be-
fore April 15, 1962.

Statutory provislons; defini-
tions; ministers, members
of religious orders, and
Christian Science practi-
tioners; certificate filed by
fiduciary or survivor on or
before April 15, 1962.

Certificates filed by fiduciar-
ies or survivors on or be-
fore April 15, 1962,
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Sec.

1.1402(f) Statutory provisions; defini-
tions; partner's taxable
year ending as the result
of death.

Computation of partner's
net earnings from self-
employment for taxable
year which ends as result
of his death.

Statutory provisions; defini-
tions; treatment of cer-
tain remuneration erro-
neously reported as net
earnings from self-em-
ployment.

Treatment of certain re-
muneration erroneously
reported as net earnings
from self-employment.

Statutory provisions; miscel-
laneous provisions.

Cross references.

1.1402(f) -1

1.1402(g)

1.1402(g) -1

1.1403
1.1403-1

§ 1.1401 Statutory provisions; rate of
tax on self-employment income.

Sec, 1401. Rate of tax. In addition to
other taxes, there shall be imposed for each
taxable year, on the self-employment income
of every individual, a tax as follows:

(1) In the case of any taxable year begin-
ning after December 31, 1861, and before
January 1, 1963, the tax shall be equal to
4.7 percent of the amount of the self-employ-
ment income for such taxable year;

(2) In the case of any taxable year begin-
ning after December 31, 1962, and before Jan-
uary 1, 1966, the tax shall be equal to 5.4 per-
cent of the amount of the seif-employment
income for such taxable year;

(3) In the case of any taxable year begin-
ning after December 31, 1965, and before
January 1, 1968, the tax shall be equal to 6.2
percent of the amount of the self-employ-
ment income for such taxable year; and

(4) In the case of any taxable year be-
ginning after December 31, 1967, the tax
shall be equal to 6.9 percent of the amount
of the self-employment income for such
taxable year.

[Sec. 1401 as amended by sec. 208(a) Social
Security Amendments 1954 (68 Stat. 1003);
sec. 202(a), Social Security Amendments
1956 (70 Stat. 845); sec. 401(a), Social Se-
curity Amendments 1958 (72 Stat. 1041);
sec, 201(a), Social Security Amendments
1961 (75 Stat. 140) |

§ 1.1401-1 Tax on self-employment in-
come.

(a) There is imposed, in addition to
other taxes, a tax upon the self-employ-
ment income of every individual at the
rates prescribed in section 1401. (See
paragraph (b) of this section.) This
tax shall be levied, assessed, and col-
lected as part of the income tax im-
posed by subtitle A of the Code and,
except as otherwise expressly provided,
will be inecluded with the tax imposed
by section 1 or 3 in computing any de-
ficiency or overpayment and in comput-
ing the interest and additions to any de-
ficiency, overpayment, or tax. Since the
tax on self-employment income is part
of the income tax, it is subject to the
jurisdiction of the Tax Court of the
United States to the same extent and
in the same manner as the other taxes
under subtitle A of the Code. How-
ever, this tax is not required to be taken
into account in computing any estimate
of the taxes required to be declared
under section 6015.

(b) The rates of tax on self-employ-
ment income are as follows:
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Tazable year Percent
Beginning before Jan. 1, 1957 ... __ 3
Beginning after Dec. 31, 1956 and be-

fore Jan. 1, 1960 o ccamoan e
Beginning after Dec, 31, 1958 and be-
iy g L T ERR W 1 S S e
Beginning after Dec.
fore Jan, 1, 19088 o e camrinasoanwa=
Beginning after Dec.
el i Ol W ¢ - IR S ARG, C AR 4.7
Beginning after Dec.
foxe Jan. 1o I080 o e e A e e
Beginning after Dec,
1010 JaN. .3, 1008 coin conemnmm e 6.2
Beginning after Dec.

(¢) In general, self-employment in-
come consists of the net earnings derived
by an individual (other than a nonresi-
dent alien) from a trade or business
carried on by him as sole proprietor or
by a partnership of which he is a mem-
ber, including the net earnings of cer-
tain employees as set forth in § 1.1402
(¢)-3, and of crew leaders, as defined
in section 3121(o) (see such section and
the regulations thereunder in Part 31
of this chapter (Employment Tax Regu-
lations) ). See, however, the exclusions,
exceptions, and limitations set forth in
§§ 1.1402(a)-1 through 1.1402(g)-1.

§ 1.1402(a) Statutory provisions; defi-
‘nitions; net earnings from self-
employment.

Sec. 1402, Definitions—(a) Net earnings
Jrom self-employment, The term “net earn-
ings from self-employment” means the gross
income derived by an individual from any
trade or business carried on by such individ-
ual, less the deductions allowed by this sub-
title which are attributable to such trade or
business, plus his distributive share (whether
or not distributed) of income or loss de-
scribed in section 702(a) (9) from any trade
or business carried on by a partnership of
which he is a member; except that in com-
puting such gross Income and deductions
and such distributive share of partnership
ordinary income or loss—

(1) There shall be excluded rentals from
real estate and from personal property leased
with the real estate (including such rentals
paid in crop shares) together with the de-
ductions attributable thereto, unless such
rentals are received In the course of a trade
or business as a real estate dealer; except
that the preceding provisions of this para-
graph shall not apply to any income derived
by the owner or tenant of land if (A) such
income is derived under an arrangement,
between the owner or tenant and another
individual, which provides that such other
individual shall produce agricultural or hor-
ticultural commodities (Including livestock,
bees, poultry, and fur-bearing animals and
wildlife) on such land, and that there shall
be material participation by the owner or
tenant in the production or the management
of the production of such agricultural or
horticultural commodities, and (B) there is
material participation by the owner or tenant
with respect to any such agricultural or
horticultural commodity;

(2) There shall be excluded dividends on
any share of stock, and interest on any bond,
debenture, note, or certificate, or other evi-
dence of indebtedness, issued with Interest
coupons or In registered form by any cor-
poration (including one issued by a govern-
ment or political subdivision thereof), unless
such dividends and interest (other than in-
terest described In section 85) are recelved in
the course of a trade or business as a dealer
in stocks or securities;

(3) There shall be excluded any gain or
loss—

(A) Which is considered as gain or loss
from the sale or exchange of a capital asset,
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(B) From the cutting of timber, or the
disposal of timber or coal, if section 631 ap-
plies to such gain or loss, or

(C) From the sale, exchange, involuntary
conversion, or other disposition of property
if such property is neither—

(i) Stock In trade or other property of a
kind which would properly be includible in
inventory if on hand at the close of the
taxable year, nor

(i) Property held primarily for sale to
customers in the ordinary course of the trade
or business;

(4) The deduction for net operating losses
provided in section 172 shall not be allowed;

() It—

(A) Any of the income derived from a
trade or business (other than a trade or
business carrled on by a partnership) is
community income under eommunity prop-
erty laws applicable to such income, all of
the gross income and deductions attributable
to such trade or business shall be treated as
the gross Income and deductions of the hus-
band unless the wife exercises substantially
all of the management and control of such
trade or business, in which case all of such
gross income and deductions shall be treated
as the gross income and deductions of the
wife; and

(B) Any portion of a partner’s distributive
share of the ordinary income or loss from a
trade or business carried on by a partnership
is community income or loss under the
community property laws applicable to such
share, all of such distributive share shall be
included in computing the net earnings
from self-employment of such partner, and
no part of such share shall be taken Into ac-
count in computing the net earnings from
self-employment of the spouse of such
partner;

(6) A resident of Puerto Rico shall com-
pute his net earnings from self-employment
in the same manner as a citizen of the United
States but without regard to section 933;

(7) The deduction for personal exemptions
provided in section 151 shall not be allowed;

(8) An individual who is a duly ordained,
commissioned, or licensed minister of a
church or a member of a religious order shall
compute his net earnings from self-employ-
ment derived from the performance of serv-
ice described In subsection (c)(4) without
regard to section 107 (relating to rental value
of parsonages) and section 119 (relating to
meals and lodging furnished for the conveni-
ence of the employer) and, in addition, if he
is a citizen of the United States performing
such service as an employee of an American
employer (as defined in section 3121(h)) or
as a minister in a foreign country who has
a congregation which is composed predomi-
nantly of citizens of the United States, with-
out regard to section 911 (relating to earned
income from sources without the United
States) and section 931 (relating to income
from sources within possessions of the United
States); and

(9) The term “possession of the United
States™ as used in sections 931 (relating to
income from sources within possessions of
the United States) and 932 (relating to
citlzens of possessions of the United States)
shall be deemed not to Include the Virgin
Islands, Guam, or American Samoa.

If the taxable year of a partner Is different
from that of the partnership, the distribu-
tive share which he is required to include
in computing his net earnings from self-
employment shall be based on the ordinary
income or loss of the partnership for any
taxable year of the partnership ending
within or with his taxable year. In the case
of any trade or business which is carried on
by an individual or by a partnership and in
which, if such trade or business were carried
on exclusively by employees, the major por-
tion of the services would constitute agricul-
tural labor as defined in section 3121(g)—

RULES AND REGULATIONS

(1) In the case of an individual, if the
gross Income derived by him from such trade
or business {s not more than $1,800, the net
earnings from self-employment derived by
him from such trade or business may, at his
option, be deemed to be 6624 percent of such
gross income; or

(if) In the case of an Individual, if the
gross income derived by him from such trade
or business is more than $1,800 and the net
earnings from self-employment derived by
him from such trade or business (computed
under this subsection without regard to this
sentence) are less than $1,200, the net earn-
ings from self-employment derived by him
from such trade or business may, at his op-
tion, be deemed to be $1,200; and

(ii1) In the case of a member of a part-
nership, If his distributive share of the gross
income of the partnership derived from such
trade or business (after such gross income
has been reduced by the sum of all payments
to which section 707(c¢) applies) is not more
than 81,800, his distributive share of income
described in section 702(a) (9) derived from
such trade or business may, at his option, be
deemed to be an amount equal to 662, per-
cent of his distributive share of such gross
income (after such gross income has been so
reduced); or

(iv) In the case of a member of a part-
nership, if his distributive share of the gross
income of the partnership derived from such
trade or business (after such gross income
has been reduced by the sum of all payments
to which section 707(c) applies) is more
than $1,800 and his distributive share
(whether or not distributed) of income de-
scribed in section 702(a)(9) derived from
such trade or business (computed under this
subsection without regard to this sentence)
is less than $1,200, his distributive share of
income described in section 702(a) (9) de-
rived from such trade or business may, at
his option, be deemed to be $1,200.

For purposes of the preceding sentence,
gross income means—

(v) In the case of any such trade or busi-
ness In which the Income is computed under
a cash receipts and disbursements method,
the gross receipts from such trade or business
reduced by the cost or other basis of property
which was purchased and sold in carrying
on such trade or business, adjusted (after
such reduction) in accordance with the pro-
visions of paragraphs (1) through (7) and
paragraph (8) of this subsection; and

(vi) In the case of any such trade or busi-
ness in which the income is computed under
an accrual method, the gross income from
such trade or business, adjusted in accord-
ance with the provisions of paragraphs (1)
through (7) and paragraph (9) of this sub-
section;

and, for purposes of such sentence, if an
individual (including a member of a part-
nership) derives gross income from more
than one such trade or business, such gross
income (including his distributive share of
the gross income of any partnership derived
from any such trade or business) shall be
deemed to have been derived from one trade
or business.

[Sec. 1402(a) as amended by sec. 201 (a) and
(c) (4), Social Security Amendments 1954
(68 Stat. 1087, 1089); sec. 201 (e)(2), (g).
and (1), Social Security Amendments 1956
(70 Stat. 840-842); sec. 5(b), Act of Aug. 30,
1957 (Pub. Law 85-239, 71 Stat. 523); sec.
103(k), Soclal Security Amendments 1960
(74 Stat. 938) ]

See. 201. [Social Security Amendments of
1956). * * *

(m) Effective dates. (1) * * *

(2) (A) Except as provided in subpara-
graph (B), the amendment made by sub-
section (g) shall apply only with respect to
taxable years ending after 1956.

(B) Any individual who, for a taxable year
ending after 1954 and prior to 1957, had in.
come which by reason of the amendment
made by subsection (g) would have been
included within the meaning of “net earn.
ings from self-employment” (as such term
is defined in section 1402(a) of the Interna
Revenue Code of 1954), If such Income had
been derived in a taxable year ending after
1956 by an Individual who had filed a waiyer
certificate under section 1402(e) of such
Code, may elect to have the amendment
made by subsection (g) apply to his taxable
years ending after 1954 and prior to 1957. No
election made by any individual under this
subparagraph shall be valid unless such indi-
vidual has filed a walver certificate under
section 1402(e) of such Code prior to the
making of such election or files a waiyer
certificate at the time he makes such
election.

(C) Any individual described in subpars-
graph (B) who has filed a walver certificate
under section 1402(e) of such Code prior to
the date of enactment of this Act, or who
files a waiver certificate under such section
on or before the due date of his return (in-
cluding any extension thereof) for nis last
taxable year ending prior to 1957, must make
such election on or before the due date of his
return (including any extension thercof) for
his last taxable year ending prior to 1957, or
before April 16, 1957, whichever is the later,

(D) Any individual described in subpara-
graph (B) who has not filed a waiver certif-
icate under section 1402(e) of such Code on
or before the due date of his return (includ-
ing any extension thereof) for his last tax-
able year ending prior to 1957 must make
such election on or before the due date of
his return (including any extension thereof)
for his first taxable year ending after 1956,
Any individual described in this subpara-
graph whose period for filing a walver cer-
tificate under section 1402(e) of such Code
has expired at the time he makes such elec-
tion may, notwithstanding the provisions of
paragraph (2) of such section, file a walver
certificate at the time he makes such
election.

(E) An electlon under subparagraph (B)
shall be made in such manner as the Secre-
tary of the Treasury or his delegate shall pre-
scribe by regulations. Netwithstanding the
provisions of paragraph (3) of section 1402
(e) of such Code, the waiver certificate filed
by an individual who makes an election
under subparagraph (B) (regardless of when
filed) shall be effective for such individual’s
first taxable year ending after 1854 in which
he had income which by reason of the
amendment made by subsection (g) would
have been included within the meaning of
“net earnings from self-employment’ (8
such term is defined in section 1402(a) of
such Code), if such income had been derived
in a taxable year ending after 1956 by an in-
dividual who had filed a waiver certificat®
under section 1402(e) of such Code, or i
the taxable year prescribed by such pars-
graph (3) of section 1402(e), if such taxable
year is earlier, and for all succeeding taxable
years.

(F) No interest or penalty shall be
assessed or collected for fallure to file a re
turn within the time prescribed by law, i
such faflure arises solely by reason of 8%
election made by an individual under sub-
paragraph (B), or for any underpayment of
the tax Imposed by sectton 1401 of such Code
arising solely by reason of such election. for
the period ending with the date such IB-
dividual makes an election under subpard”
graph (B). >

(3) Any tax under chapter 2 of the In
ternal Revenue Code of 1954 which Is du®
solely by reason of the enactment of subsec~
tion (f), or paragraph (2) of subsection (€}
of this section, for any taxable year mminsf
on or before the date of the enactme:‘:l o
this Act shall be considered timely pald
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payment 1is made in full on or before the
jast day of the sixth calendar month follow-
ing the month in which this Act is enacted.
In no event shall interest be imposed on the
amount of any tax due under such chapter
solely by reason of the enactment of subsec-
tion (f), or paragraph (2) of subsection (e),
of this section for any period before the day
after the date of enactment of this Act.

[Sec. 201(m), Social Security Amendments
1956 (70 Stat. 843) |

§1.1402(a)-1 Definition of net earn-
ings from self-employment.

{a) Subject to the special rules set
forth in §§ 1.1402(a)-3 to 1.1402(a)-16,
inclusive, and to the exclusions set forth
in §§1.1402(c)-2 to 1.1402(c)-6, in-
clusive, the term “net earnings from self-
employment” means—

(1) The gross income derived by an
individual from any trade or business
carried on by such individual, less the
deductions allowed by chapter 1 of the
Code which are attributable to such
trade or business, plus

(2) His distributive share (whether
or not distributed), as determined un-
der section 704, of the income (or minus
the loss), described in section 702(a) (9)
and as computed under section 703, from
any trade or business carried on by any
partnership of which he is a member.

(b) Gross income derived by an indi-
vidual from a trade or business includes
payments received by him from a part-
nership of which he is a member for
services rendered to the partnership or
for the use of capital by the partnership,
to the extent the payments are deter-
mined without regard to the income of
the partnership. However, such pay-
ments received from a partnership not
engaged in a trade or business within
the meaning of section 1402(¢) and § 1.-
1402(c)~1 do not constitute gross income
derived by an individual from a trade
or business. See section 707(¢) and the
regulations thereunder, relating to guar-
anteed payments to a member of a part-
nership for services or the use of capital.
See also section 706(a) and the regula-
tions thereunder, relating to the taxable
year of the partner in which such guar-
anteed payments are to be included in
tomputing taxable income.

(¢ Gross income derived by an in-
dividual from a trade or business in-
cludes gross income received (in the
tase of an individual reporting income
on the cash receipts and disbursements
method) or accrued (in the case of an
individual reporting income on the ac-
Crual method) in the taxable year from
& trade or business even though such
}ncome may be attributable in whole or
N part fo services rendered or other
acts performed in a prior taxable year
45 to which the individual was not sub-

iect to the tax on self-employment in-
Come,

5 l'l.m2(")—2 Computation of net earn-
ings from self-employment.

(@) General rule. In general, the
§§3-S§ mcome_ and deductions of an in-
nesls ual attributable to a trade or busi-
ducte‘(;“cmding a trade or business con-
iy by an employee referred to in
1402grﬂphs (b), (e), (d), or (e) of §1.-

(€)-3), for the purpose of ascertain-

No.233—3

FEDERAL REGISTER

ing his net earnings from self-employ-
ment, are to be determined by reference
to the provisions of law and regulations
applicable with respect to the taxes im-
posed by sections 1 and 3. Thus, if an
individual uses the accrual method of
accounting in computing taxable income
from a trade or business for the purpose
of the tax imposed by section 1 or 3, he
must use the same method in determin-
ing net earnings from self-employment.
Likewise, if a taxpayer engaged in a
trade or business of selling property on
the installment plan elects, under the
provisions of section 453, to use the in-
stallment method in computing income
for purposes of the tax under section 1
or 3, he must use the same method in
determining net earnings from self-em-
ployment. Income which is excludable
from gross income under any provision
of subtitle A of the Internal Revenue
Code is not taken into account in deter-
mining net earnings from self-employ-
ment except as otherwise provided in
§ 1.1402(a) -9, relating to certain resi-
dents of Puerto Rico, in § 1.1402(a)-11,
relating to ministers or members of re-
ligious orders, and in § 1.1402(a)-12,
relating to the term “possession of the
United States” as used for purposes of
the tax on self-employment income.
Thus, in the case of a citizen of the
United States conducting, in a foreign
country, a trade or business in which
both personal services and capital are
material income-producing factors, any
part of the income therefrom which is
excluded from gross income as earned
income under the provisions of section
911 and the regulations thereunder is not
taken into account in determining net
earnings from self-employment.

(b) Trade or business carried on. The

trade or business must be carried on
by the individual, either personally or
through agents or employees. Accord-
ingly, income derived from a trade or
business carried on by an estate or trust
is not included in determining the net
earnings from self-employment of the
individual beneficiaries of such estate or
trust.
(¢) Aggregate net earnings. Where
an individual is engaged in more than
one trade or business within the meaning
of section 1402(c) and § 1.1402(c) -1, his
net earnings from self-employment con-
sist of the aggregate of the net income
and losses (computed subject to the spe-
cial rules provided in §§ 1.1402(a)-1 to
1.1402(a)-16, inclusive) of all such trades
or businesses carried on by him. Thus,
a loss sustained in one trade or business
carried on by an individual will operate
to offset the income derived by him from
another trade or business.

(d) Parinerships. The net earnings
from self-employment of an individual
include, in addition to the earnings from
a trade or business carried on by him,
his distributive share of the income or
loss, described in section 702(a) (9), from
any trade or business carried on by each
partnership of which he is a member.
An individual’s distributive share of such
income or loss of a partnership shall be
determined as provided in section 704,
subject to the special rules set forth in
section 1402(a) and in §§ 1.1402(a)-1 to
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1.1402(a)-16, inclusive, and to the ex-
clusions provided in section 1402(c) and
§§ 1.1402(c)-2 to 1.1402(c)-6, inclusive.
For provisions relating to the computa-
tion of the taxable income of a partner-
ship, see section 703.

(e) Different taxable years. If the
taxable year of a partner differs from
that of the partnership, the partner shall
include, in computing net earnings from
self-employment, his distributive share
of the income or loss, described in sec-
tion 702(a) (9), of the partnership for its
taxable year ending with or within the
taxable year of the partner. For the spe-
cial rule in case of the termination of a
partner’s taxable year as result of death,
see §§ 1.1402(f) and 1.1402(f)-1.

(f) Meaning of partnerships. For the
purpose of determining net earnings from
self-employment, a partnership is one
which is recognized as such for income
tax purposes. For income tax purposes,
the term “partnership” includes not only
a partnership as known at common law,
but, also a syndicate, group, pool, joint
venture, or other unincorporated organ-
ization which carries on any trade or
business, financial operation, or venture,
and which is not, within the meaning of
the Code, a trust, estate, or a corpora-
tion. An organization described in the
preceding sentence shall be treated as a
partnership for purposes of the tax on
self-employment income even though
such organization has elected, pursuant
to section 1361 and the regulations there-
under, to-be taxed as a domestic cor-
poration.

(g) Nature of partnership interest.
The net earnings from self-employment
of a partner include his distributive share
of the income or loss, described in section
702(a) (9), of the partnership of which
he is a member, irrespective of the nature
of his membership. Thus, in determin-
ing his net earnings from self-employ-
ment, a limited or inactive partner in-
cludes his distributive share of such
partnership income or loss. In the case
of a partner who is a member of a part-
nership with respect to which an election
has been made pursuant to section 1361
and the regulations thereunder to be
taxed as a domestic corporation, net
earnings from self-employment include
his distributive share of the income or
loss, described in section 702(a) (9), from
the trade or business carried on by the
partnership computed without regard to
the fact that the partnership has elected
to be taxed as a domestic corporation.

(h) Proprietorship taxed as domestic
corporation. A proprietor of an unin-
corporated business enterprise with re-
spect to which an election has been made
pursuant to section 1361 and the regu-
lations thereunder to be taxed as a do-
mestic corporation shall compute his net
earnings from self-employment without
regard to the fact that such election has
been made.

§ 1.1402(a)-3 Special rules for com-
puting net earnings from self-em-
ployment.

For the purpose of computing net
earnings from self-employment, the
gross income derived by an individual
from a trade or business carried on by
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him, the allowable deductions attribut-
able to such trade or business, and the
individual’s distributive share of the in-
come or loss, described in section 702
(a) (9), from any trade or business car-
ried on by a partnership of which he is
a member shall be computed in accord-
ance with the special rules set forth in
§§ 1.1402(a)-4 to 1.1402(a)-16, inclusive.

§ 1.1402(a)—4  Rentals from real estate.

(a) In general. Rentals from real
estate and from personal property leased
with the real estate (including such
rentals paid in crop shares) and the de-
ductions attributable thereto, unless
such rentals are received by an individ-
ual in the course of a trade or business
as a real-estate dealer, are excluded.
Whether or not an individual is engaged
in the trade or business of a real-estate
dealer is determined by the application
of the principles followed in respect of
the taxes imposed by sections 1 and 3.
In general, an individual who is engaged
in the business of selling real estate to
customers with a view to the gains and
profits that may be derived from such
sales is a real-estate dealer. On the
other hand, an individual who merely
holds real estate for investment or spec-
ulation and receives rentals therefrom
is not considered a real-estate dealer.
Where a real-estate dealer holds real
estate for investment or speculation in
addition to real estate held for sale to
customers in the ordinary course of his
trade or business as a real-estate dealer,
only the rentals from the real estate held
for sale to customers in the ordinary
course of his trade or business as a real-
estate dealer, and the deductions attrib-
utable thereto, are included in determin-
ing net earnings from self-employment;
the rentals from the real estate held for
investment or speculation, and the de-
ductions attributable thereto, are ex-
cluded. Rentals paid in crop shares in-
clude income derived by an owner or
lessee of land under an agreement en-
tered into with another person pursuant
to which such other person undertakes
to produce a crop or livestock on such
land and pursuant to which (1) the erop
or livestock, or the proceeds thereof, are
to be divided between such owner or
lessee and such other person, and (2)
the share of the owner or lessee depends
on the amount of the erop or livestock
produced. See, however, paragraph (b)
of this section,

(b) Special rule for “includible farm
rental income”—(1) In general. Not-
withstanding the rules set forth in para-
graph (a) of this section, there shall be
included in determining net earnings
from self-employment for taxable years
ending after 1955 any income derived
by an owner or tenant of land, if the
following requirements are met with
respect to such income:

(i) The income is derived under an
arrangement between the owner or
tenant of land and another person
which provides that such other per-
son shall produce agricultural or horti-
cultural commodities on such land, and
that there shall be material participa-
tion by the owner or tenant in the pro-
duction or the management of the pro-
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duction of such agricultural or horticul-
tural commodities; and

(il) There is material participation by
the owner or tenant with respect to any
such agricultural or horticultural com-
modity.

Income so derived shall be referred to
in this section as “includible farm rental
income”,

(2) Requirement that income be de-
rived under an arrangement. In order
for rental income received by an owner
or tenant of land to be treated as in-
cludible farm rental income, such in-
come must be derived pursuant to a
share-farming or other rental arrange-
ment which contemplates material par-
ticipation by the owner or tenant in the
production or management of produc-
tion of agricultural or horticultural
commodities,

(3) Nature of arrangement. (i) The
arrangement between the owner or ten-
ant and the person referred to in sub-
paragraph (1) of this paragraph may be
either oral or written. The arrange-
ment must impose upon such other
person the obligation to produce one
or more agricultural or horticultural
commodities (including livestock, bees,
poultry, and fur-bearing animals and
wildlife) on the land of the owner or
tenant. In addition, it must be within
the contemplation of the parties that
the owner or tenant will participate in
the production or the management of
the production of the agricultural or
horticultural commodities required to
be produced by the other person under
such arrangement. to an extent which
is material with respect either to the
production or to the management of
production of such commodities or is
material with respect to the production
and management of production when the
total required participation in connec-
tion with both is considered.

(ii) The term “production”, wherever
used in this paragraph, refers to the
physical work performed and the ex-
penses incurred in producing a com-
modity. It includes such activities as
the actual work of planting, cultivating,
and harvesting crops, and the furnishing
of machinery, implements, seed, and
livestock. An arrangement will be
treated as contemplating that the owner
or tenant will materially participate in
the “production” of the commodities re-
quired to be produced by the other person
under the arrangement if under the ar-
rangement it is understood that the
owner or tenant is to engage to a mate-
rial degree in the physical work related
to the production of such commodities.
The mere undertaking to furnish ma-
chinery, implements, and livestock and
to incur expenses is not, in and of itself,
sufficient. Such factors may be signifi-
cant, however, in cases where the degree
of physical work intended of the owner
or tenant is not material. For example,
if under the arrangement it is under-
stood that the owner or tenant is to
engage periodically in physical work to
a degree which is not material in and
of itself and, in addition, to furnish a
substantial portion of the machinery,
implements, and livestock to be used in
the production of the commodities or to

furnish or advance funds or assume fi-

" nancial responsibility for a substantig]

part of the expense involved in the pro-
duction of the commodities, the arrange.
ment will be treated as contemplating
material participation of the owner o
tenant in the production of such com.
modities.

(iii) The term “management of the
production’; wherever used in this para-
graph, refers to services performed in
making managerial decisions relating to
the production, such as when to plant,
cultivate, dust, spray, or harvest the
crop, and includes advising and con-
sulting, making inspections, and mak-
ing decisions as to matters such s
rotation of crops, the type of crops to
be grown, the type of livestock to be
raised, and the type of machinery and
implements to be furnished. An ar-
rangement will be treated as contem-
plating that the owner or tenant is to
participate materially in the “manage-
ment of the production” of the com-
meodities required to be produced by the
other person under the arrancement
if the owner or tenant is to engaze toa
material degree in the management de-
cisions related to the production of such
commodities. The services which are
considered of particular importance in
making such management decisions are
those services performed in making in-
spections of the production activities
and in advising and consulting with
such person as to the produection of the
commodities., Thus, if under the ar-
rangement it is understood that the
owner or tenant is to advise or consult
periodically with the other person as fo
the production of the commodities re-
quired to be produced by such person un-
der the arrangement and to inspect peri-
odically the production activities on the
land, a strong inference will be drawn
that the arrangement contemplates par-
ticipation by the owner or tenant in
the management of the production of
such commodities. The mere undertak-
ing to select the crops or livestock to be
produced or the type of machinery and
implements to be furnished or to make
decisions as to the rotation of crops gen-
erally is not, in and of itself, sufficient.
Such factors may be significant, how-
ever, in making the overall determina-
tion of whether the arrangement con-
templates that the owner or tenant i
to participate materially in the manage-
ment of the production of the commodi-
ties. Thus, if in addition to the under
standing that the owner or tenant is 10
advise or consult periodically with the
other person as to the production of th
commodities and to inspeet periodically
the production activities on the land, i
is also understood that the owner is 10
select the type of crops and livestock 10
be produced and the type of machine!¥
and implements to be furnished and ©
make decisions as to the rotation Of
crops, the arrangement will be treal®
as contemplating material participatio?
of the owner or tenant in the manasé
ment of production of such commodities.

(4) Actual participation. In order
for the rental income received by ﬂ‘;
owner or tenant of land to be treaté
as includible farm rental income, T‘h
only must it be derived pursuant to
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arrangement deseribed in subparagraph
(1) of this paragraph, but also the owner
or tenant must actually participate to a
material degree in the production or in
the management of the production of
any of the commodities required to be
produced under the arrangement, or he
must actually participate in both the
production and the management of the
production to an extent that his partici-
pation in the one when combined with his
participation in the other will be con-
ddered participation to a material de-
gree. If the owner or tenant shows that
he periodically advises or consults with
the other person, who under the arrange-
ment produces the agricultural or horti-
cultural commodities, as to the produc-
tion of any of these commodities and also
shows that he periodically inspects the
production activities on the land, he will
have presented strong evidence of the
existence of the degree of participation
contemplated by section 1402(a) (1), If,
in addition to the foregoing, the owner
or tenant shows that he furnishes a sub-
stantial portion of the machinery, im-
pements, and livestock used in the
production of the commodities or that he
furnishes or advances funds, or assumes
financial responsibility, for a substantial
part of the expense involved in the pro-
duction of the commodities, he will have
established the existence of the degree of
participation contemplated by section
1402(a) (1) and this paragraph.

(3) Employees or agents. Any ar-
rangement entered into by an employee
or agent of an owner or tenant and an-
other person shall be considered an
arangement entered into by the owner
or tenant for purposes of satisfying the
requirement set forth in subparagraph
(2) of this paragraph that the income
must be derived under an arrange-
ment between the owner or tenant
and another person. For purposes of
determining whether the arrangement
satisfles the requirement set forth
In subparagraph (3) of this paragraph
that the parties contemplate that the
Ovner or tenant will materially partici-
pate in the produetion or management of
quduction of a commodity, services
Which will be performed by an employee
0r agent of the owner or tenant are con-
tidered to be services which the arrange-
ment contemplates will be performed by
the owner or tenant. Services performed
Siy such an employee or agent are con-

dered services performed by the owner
r tenant in determining the extent to
¥hich the owner or tenant has partici-
bated in the production or management
of production of a commodity.
ru{ 6) Examples. Application of the

S presceribed in this paragraph may

lustrated by the following examples:

baifla";pk (1). After the death of her hus-
g ‘lirs. A rents her farm, together with
half 0(‘ linery and equipment, to B for one-
Prodi ‘51‘0 proceeds from the commodities
that gc .lon such farm by B. It is agreed
A a;l;dll live in the tenant house on the
Operation. _be responsible for the over-all
tlvatmg of the farm, such as planting, cul-
caring 1 and harvesting the field crops,
it angr the orchard and harvesting the
ty, 1t caring for the livestock and poul-
tinue w“ls" Is agreed that Mrs. A will con-
live in the farm residence and help
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B operate the farm. Under the agreement
it is contemplated that Mrs. A will regularly
operate and clean the cream separator and
feed the poultry flock and collect the eggs.
When possible she will assist B In such work
as spraying the fruit trees, penning livestock,
culling the poultry, and controlling weeds.
She will also assist in preparing the meals
when B engages seasonal workers. The
agreement between Mrs. A and B clearly pro-
vides that she will materially participate in
the over-all production operations to be con-
ducted on her farm by B. In actual practice,
Mrs. A performs such regular and intermit-
tent services, The regularly performed serv-
ices are material to the production of an
agricultural commodity, and the intermit-
tent services performed are material to the
production operations to which they relate.
The furnishing of a substantial portion of
the farm machinery and equipment also adds
support to a conclusion that Mrs. A has ma-
terially participated. Accordingly, the rental
income Mrs, A receives from her farm should
be included in net earnings from self-
employment.

Ezample (2). D agrees to produce a crop
on C’s cotton farm under an arrangement
providing that C and D will each receive one-
half of the proceeds from such production.
C agrees to furnish all the necessary equip-
ment, and it is understood that he is to ad-
vise D when to plant the cotton and when it
needs to be chopped, plowed, sprayed, and
picked. It is also understood that during
the growing season C is to inspect the crop
every few days to determine whether D is
properly taking care of the crop. Under the
arrangement, D is required to furnish all
labor needed to grow and harvest the crop.
C, iIn fact, renders such advice, makes such
inspections, and furnishes such equipment.
C's contemplated participation in manage-
ment decisions is considered material with
respect to the management of the cotton
production operation. C’s actual participa-
tion pursuant to the arrangement is also
considered to be material with respect to the
management of the production of cotton.
Accordingly, the income C recelves from his
cotton farm is to be included in computing
his net earnings from self-employment.

Ezample (3). E owns a grain farm and
turns its operation over to his son, F. By
the oral rental arrangement between E and F,
the latter agrees to produce crops of grain
on the farm, and E agrees that he will be
avallable for consultation and advice and will
inspect and help to harvest the crops. E
furnishes most of the equipment, including
a tractor, a combine, plows, wagons, drills,
and harrows; he continues to live on the farm
and does some of the work such as repairing
barns and farm machinery, going to town for
supplies, cutting weeds, etc.; he regularly in-
spects the crops during the growing season;
and he helps F to harvest the crops. Al-
though the final decisions are made by P,
he frequently consults with his father regard-
ing the production of the crops. An evalua-
tion of all of E’'s actual activities indicates
that they are sufficiently substantial and reg-
ular to support a conclusion that he is ma-
terially participating in the crop production
operations and the management thereof. If
it can be shown that the degree of E's actual
participation was contemplated by the ar-
rangement, E's income from the grain farm
will be Included in computing net earnings
from self-employment.

Example (4). G owns a fully-equipped
farm which he rents to H under an ar-
rangement which contemplates that G shall
materially participate in the management of
the production of crops raised on the farm
pursuant to the arrangement. G lives in
town about 5 miles from the farm. About
twice a month he visits the farm and looks
over the bulldings and equipment. G may
occasionally, in an emergency, discuss with
H some phase of a crop production activity.
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In effect, H has complete charge of the
management of farming operations regard-
less of the understanding between him and
G, Although G pays one-half of the cost
of the seed and fertilizer and Is charged
for the cost of materials purchased by H
to make all necessary repairs, G's activities
do not constitute material participation in
the crop production activities. Accordingly,
G's income from the crops is not included
in computing net earnings from self-employ-
ment,

Example (5). J owned a farm several
miles from the town in which he lived. He
rented the farm to K under an arrangement
which contemplated J's material participa-
tion in the management of production of
wheat. J furnished one-half the seed and
fertilizer and all the farm equipment and
livestock. He employed H to perform all
the services in advising, consulting, and in-
specting contemplated by the arrangement.
J is materially participating in the manage-
ment of production of wheat by K. The
work done by J's employee, H, is attributable
to J in determining the extent of J's par-
ticipation. J's rental income from the ar-
rangement is to be included in computing
his net earnings from self-employment.

Ezample (6). Assume the same facts as
in the previous example except that J ap-
pointed the X Bank as his agent to enter
into the rental arrangement with K and to
perform the services contemplated by the
arrangement. J is also materially partici-
pating in the management of production of
wheat by K because the work done by X
Bank is attributable to J in determining the
extent of J's participation even though X
Bank is an independent contractor. J's
rental income from the arrangement is to
be included in computing his net earnings
from self-employment.

(¢) Rentals from living quarters—(1)
No services rendered for occupants.
Payments for the use or occupancy of
entire private residences or living quar-
ters in duplex or multiple-housing units
are generally rentals from real estate.
Except in the case of real-estate dealers,
such payments are excluded in deter-
mining net earnings from self-employ-
ment even though such payments are
in part attributable to personal property
furnished under the lease.

(2) Services rendered for occupants.
Payments for the use or occupancy of
rooms or other space where services are
also rendered to the occupant, such as
for the use or occupancy of rooms or
other quarters in hotels, boarding houses,
or apartment houses furnishing hotel
services, or in tourist camps or tourist
homes, or payments for the use or occu-
pancy of space in parking lots, ware-
houses, or storage garages, do not consti-
tute rentals from real estate; conse-
quently, such payments are included in
determining net earnings from self-em-
ployment. Generally, services are con-
sidered rendered to the occupant if they
are primarily for his convenience and are
other than those usually or customarily
rendered in connection with the rental of
rooms or other space for occupancy
only. The supplying of maid service, for
example, constitutes such service;
whereas the furnishing of heat and light,
the cleaning of public entrances, exits,
stairways and lobbies, the collection of
trash, and so forth, are not considered
as services rendered to the occupant.

(3) Example. The application of this
paragraph may be illustrated by the
following example:
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Ezample. A, an Individual, owns a build-
ing containing four apartments. During the
taxable year, he receives $1,400 from apart-
ments numbered 1 and 2, which are rented
without services rendered to the occupants,
and $3,600 from apartments numbered 3 and
4, which are rented with services rendered
to the occupants. His fixed expenses for the
four apartments aggregate $1,200 during the
taxable year. In addition, he has $500 of
expenses attributable to the services ren-
dered to the occupants of apartments 3 and 4.
In determining his net earnings from self-
employment, A includes the $3,600 recelved
from apartments 3 and 4, and the expenses
of $1,100 ($500 plus one-half of $1,200) at-
tributable thereto. The rentals and expenses
attributable to apartments 1 and 2 are ex-
cluded. Therefore, A has $2,500 of net earn-
ings from self-employment for the taxable
year from the building.

(d) Treatment of business income
which includes rentals from real estate.
Except in the case of a real-estate dealer,
where an individual or a partnership is
engaged in a trade or business the in-
come of which is classifiable in part as
rentals from real estate, only that por-
tion of such income which is not classifi-
able as rentals from real estate, and the
expenses attributable to such portion, are
included in determining net earnings
from self-employment.

§ 1.1402(a)-5 Dividends and interest.

(a) All dividends on shares of stock
are excluded unless they are received by
an individual in the course of his trade
or business as a dealer in stocks or se-
curities.

(b) Interest on any bond, debenture,
note, or certificate, or other evidence of
indebtedness, issued with interest cou-
pons or in registered form by any cor-
poration (including one issued by a gov-
ernment or political subdivision thereof)
is excluded unless such interest is re-
ceived in the course of a trade or business
as a dealer in stocks or securities. How-
ever, interest with respect to which a
credit against tax is allowable as pro-
vided in section 35, that is, interest on
certain obligations of the United States
and its instrumentalities, is not included
in net earnings from self-employment
even though received in the course of a
trade or business as a dealer in stocks
or securities. Only interest on bonds,
debentures, notes, or certificates, or other
evidence of indebtedness, issued with
interest coupons or in registered form by
a corporation, is excluded in the case of
all persons other than dealers in stocks
or securities; other interest received in
the course of any trade or business (such
as interest received by a pawnbroker on
his loans or interest received by a mer-
chant on his accounts or notes receiv-
able) is not excluded.

(¢) Dividends and interest of the
character excludable under paragraphs
(a) and (b) of this section received by
an individual on stocks or securities held
for speculation or investment are ex-
cluded whether or not the individual is
a dealer in stocks or securities.

(d) A dealer in stocks or securities is
a merchant of stocks or securities with
an established place of business, regu-
larly engaged in the business of pur-
chasing stocks or securities and reselling
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them to customers; that is, he is one
who as a merchant buys stocks or securi-
ties and sells them to customers with a
view to the gains and profits that may
be derived therefrom. Persons who buy
and sell or hold stocks or securities for
investment or speculation, irrespective
of whether such buying or selling consti-
tutes the carrying on of a trade or busi-
ness, are not dealers in stocks or se-
curities.

§ 1.1402(a)—6 Gain or loss from dis-
position of property.

(a) There is excluded any gain or
loss: (1) Which is considered as gain or
loss from the sale or exchange of a capi-
tal asset; (2) from the cutting of timber
or the disposal of timber or the disposal
of coal, even though held primarily for
sale to customers, if section 631 is ap-
plicable to such gain or loss; and (3)
from the sale, exchange, involuntary
conversion, or other disposition of prop-
erty if such property is neither (i) stock
in trade or other property of a kind
which would preoperly be includible in
inventory if on hand at the close of the
taxable year, nor (ii) property held pri-
marily for sale to customers in the ordi-
nary course of a trade or business. For
the purpose of the special rule in sub-
paragraph (3) of this paragraph, it is
immaterial whether a gain or loss is
treated as a capital gain or loss or as
an ordinary gain or loss for purposes
other than determining net earnings
from self-employment. For instance,
where the character of a loss is governed
by the provisions of section 1231, such
loss is excluded in determining net earn-
ings from self-employment even though
such loss is treated under section 1231
as an ordinary loss. For the purposes
of this special rule, the term “involun-
tary conversion” means a compulsory or
involuntary conversign of property into
other property or money as a result of
its destruction in whole or in part, theft
or seizure, or an exercise of the power
of requisition or condemnation or the
threat or imminence thereof; and the
term “other disposition™ includes the
destruction or loss, in whole or in part,
of property by fire, storm, shipwreck, or
other casualty, or by theft, even though
there is no conversion of such property
into other property or money.

(b) The application of this section
may be illustrated by the following ex-
ample:

Ezample. During the taxable year 1954,
A, who owns a grocery store, realized a net
profit of $1,500 from the sale of groceries and
a gain of $350 from the sale of a refrigerator
case. During the same year, he sustained
a loss of $2,000 as a result of damage by fire
to the store building. In computing taxable
income, all of these items are taken into
account. In determining net earnings from
self-employment, however, only the $1,500
of profit derived from the sale of groceries
is included. The $350 gain and the $2,000
loss are excluded.

§ 1.1402(a)-7 Net operating loss deduc-
tion.

The deduction provided by section 172,

relating to net operating losses sustained

in years other than the taxable year,
is excluded.

§ 1.1402(a)-8 Community income,

(a) In case of an individual. 1f any
of the income derived by an individyg)
from a trade or business (other thap g
trade or business carried on by a pari.
nership) is community income unde
community property laws applicable g
such income, all of the gross income, ang
the deductions attributable to such in.
come, shall be treated as the cross in-
come and deductions of the husband un.
less the wife exercises substantially g
of the management and control of sych
trade or business, in which case all of
such gross income and deductions shall
be treated as the gross income and de-
ductions of the wife. For the purpese
of this special rule, the term “manage-
ment and control” means management
and control in fact, not the management
and control imputed to the husband un-
der the community property laws. For
example, a wife who operates a beauty
parlor without any appreciable collab-
oration on the part of her husband wil
be considered as having substantially all
of the management and control of such
business despite the provision of any
community property law vesting in the
husband the right of management and
confrol of community property: and the
income and deductions attributable fo
the operation of such beauty parlor wil
be considered the income and deductions
of the wife.

(b) In case of a partnership. Even
though a portion of a partner’s distribu-
tive share of the income or loss, described
in section 702(a) (9), from a trade or
business carried on by a partnership is
community income or loss under the
community property laws applicable to
such share, all of suck distributive share
shall be included in computing the net
earnings from self-employment of such
partner; no part of such share shall b
taken into account in computing the net
earnings from self-employment of the
spouse of such partner. In any caseln
which both spouses are members of the
same partnership, the distributive share
of the income or loss of each spouse isin-
cluded in computing the net earning
from self-employment of that spouse.

§ 1.1402(a)-9 Puerto Rico.

(a) Residents. A resident of Puertd
Rico, whether or not a bona fide resident
thereof during the entire taxable year,
and whether or not an alien, a citizen of
the United States, or a eitizen of Puerl0
Rico, shall compute his net earning
from self-employment in the same mat
ner as would a citizen of the Unit
States residing in the United States
See paragraph (d) of §1.1402(b)-1 fo:
regulations relating to nonresidel
aliens. For the purpose of the tax 08
self-employment income, the gross i
come of such a resident of Puerto RI®®
also includes income from Puerto Rica
sources. Thus, under this special I
income from Puerto Rican sources
be included in determining net ear
from self-employment of a res;dent 0_
Puerto Rico engaged in the active c;l:o
dmtofatradeorbusinassmf’uin
Rico despite the fact that, under sect';o
933, such income may not be taken in
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account for purposes of the tax under
section 1 or 3.

(h) Nonresidents. A citizen of Puerto
Rico who is also & citizen of the United
states and who is not a resident of
puerto Rico will compute his net earn-
ings from self-employment in the same
manner and subject to the same pro-
visions of law and regulations as other
ctizens of the United States.

§1.1402(a)-10 Personal exemption de-
duction.

The deduction provided by section 151,
rlating to personal exemptions, is ex-
cluded.

§1.1402(a)—11 Ministers and members
of religious orders.

(a) In general. For each taxable
year ending after 1954 in which a min-
fster or member of a religious order is
engaged in a trade or business, within
the meaning of section 1402(c) and
§11402(c)-5, with respect to service
performed in the exercise of his minis-
try or in the exercise of duties required
by such order, net earnings from self-
employment from such trade or business
include the gross income derived during
the taxable year from any such service,
iess the deductions attributable to such
gross income. For each taxable year
ending on or after December 31, 1957,
suich minister or member of a religious
order shall compute his net earnings
from self-employment derived from the
performance of such service without re-
gard to the exclusions from gross in-
tome provided by section 107 (relating
W rental value of parsonages) and sec-
tion 119 (relating to meals and lodging
funished for the convenience of the
employer). Thus, a minister who is sub-
lect to self-employment tax with respect
10 his services as a minister will include
in the computation of his net earnings
Irom self-employment for a taxable
vear ending on or after December 31,
1957, the rental value of a home fur-
lished to him as remuneration for serv-
les performed in the exercise of his
ministry or the rental allowance paid

him as remuneration for such services

especlive of whether such rental value
O rental allowance is excluded from
8r0ss income by section 107. Similarly,
the value of any meals or lodging fur-
Dished to a minister or to a member of
areligious order in connection with serv-

: performed in the exercise of his min-

Ty or as a member of such order will
netlncl_u@ed in the computation of his
& t‘e.ammgs from self-employment for
ol 4xable year ending on or after De-
exn;b_er 31, 1957, notwithstanding the

Clusion of such value from gross in-
tme by section 119,

(:’ In employ of American employer.
e minister or member of a religious
descl_‘cng_aged in a trade or business
o) - ~ed in section 1402(e) and § 1.1402
and ;) e~l§f a citizen of the United States
a m‘:ni.st;):lgs service, in his capacity as
T, as an T member of a religious or-
ploger emplque of an American em-
the lfl’lsl dtgﬁned in section 3121(h) and
of thi; ’cha ions thereunder in Part 31

Hotes apter (Employment Tax Reg-
employ.." his net earnings from self-

vment derived from such service
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shall be computed as provided in para-
graph (a) of this section but without
regard to the exclusions from gross in-
come provided in section 911, relating
to earned income from sources without
the United States, and section 931, re-
lating to income from sources within
possessions of the United States. Thus,
even though all the income of the min-
ister or member for service of the char-
acter to which this paragraph is appli-
cable was derived from sources without
the United States, or from sources within
possessions of the United States, and
therefore may be excluded from gross
income, such income is included in com-
puting net earnings from self-employ-
ment.

(¢) Minister in a foreign country
whose congregation is composed pre-
dominantly of citizens of the United
States—(1) Tazxable years ending after
1956, For any taxable year ending
after 1956, a minister of a church,
who is engaged in a trade or business
within the meaning of section 1402(c)
and § 1.1402(c)-5, is a citizen of the
United States, is performing service in
the exercise of his ministry in a foreign
country, and has a congregation com-
posed predominantly of United States
citizens, shall compute his net earnings
from self-employment derived from his
services as a minister for such taxable
year without regard to the exclusion
from gross income provided in section
911, relating to earned income from
sources without the United States. For
taxable years ending on or after Decem=-
ber 31, 1957, such minister shall also
disregard sections 107 and 119 in the
computation of his net earnings from
self-employment. (See paragraph (a)
of this section.) For purposes of sec-
tion 1402(a) (8) and this paragraph a
“congregation composed predominantly
of citizens of the United States’” means
a congregation the majority of which
throughout the greater portion of its
minister’s taxable year were United
States citizens.

(2) Election for taxable years ending
after 1954 and before 1957. (i) A min-
ister described in subparagraph (1) of
this paragraph who, for a taxable year
ending after 1954 and before 1957, had
income from service described in such
subparagraph which would have been
included in computing net earnings from
self-employment if such income had been
derived in a taxable year ending after
1956 by an individual who had filed a
waiver certificate under section 1402(e),
may elect to have section 1402(a) (8)
and subparagraph (1) of this paragraph
apply to his income from such service
for his taxable years ending after 1954
and before 1957. If such minister filed a
waiver certificate prior to August 1, 1956,
in accordance with § 1.1402(e) (1)-1, or
he files such a waiver certificate on or be-
fore the due date of his return (including
any extensions thereof) for his last taxa-
ble year ending before 1957, he must
make such election on or before the due
date of his return (including any ex-
tensions thereof) for such taxable year
or before April 16, 1957, whichever is
the later. If the waiver certificate is
not so filed, the minister must make his
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election on or before the due date of the
return (including any extensions there-
of) for his first taxable year ending after
1956. Notwithstanding the expiration of
the period prescribed by section 1402
(e) (2) for filing such waiver, the min-
ister may file a waiver certificate at the
time he makes the election. In no event
shall an election be valid unless the min-
ister files prior to or at the time of the
election a waiver certificate in accord-
ance with § 1.1402(e) (1)-1,

(ii) The election shall be made by
filing with the district director of in-
ternal revenue with whom the waiver
certificate, Form 2031, is filed a written
statement indicating that, by reason of
the Social Security Amendments of 1956,
the minister desires fo have the Federal
old-age, survivors, and disability insur-
ance system established by title IT of the
Social Security Act extended to his serv-
ices performed in a foreign country as a
minister of a congregation composed
predominantly of United States citizens
beginning with the first taxable year
ending after 1954 and prior to 1957 for
which he had income from such services.
The statement shall be dated and signed
by the minister and shall clearly state
that it is an election for retroactive self-
employment tax coverage under the Self-
Employment Contributions Act of 1954.
In addition, the statement shall include
the following information:

(@) The name and address of the
minister.

(b) His social security account num-
ber, if he has one.

(c) That he is a duly ordained, com-
missioned, or licensed minister of a
church.

(d) That he is a citizen of the United
States.

(e) That he is performing services in
the exercise of his ministry in a foreign
country.

(f) That his congregation is composed
predominantly of citizens of the United
States.

(g) (1) That he has filed a waiver cer-
tificate and, if so, where and under what
circumstances the certificate was filed
and the taxable year for which it is ef-
fective; or (2) That he is filing a waiver
certificate with his election for retro-
active coverage and, if so, the faxable
year for which it is effective.

(h) That he has or has not filed in-
come tax returns for his taxable years
ending after 1954 and before 1957. If he
has filed such returns, he shall state the
yvears for which they were filed and
indicate the district director of internal
revenue with whom they were filed,

(iii) Notwithstanding section 1402(e)
(3), a waiver certificate filed pursuant to
§ 1.1402(e) (1)-1 by a minister making an
election under this paragraph shall be
effective (regardless of when such cer-
tificate is filed) for such minister's first
taxable year ending after 1954 in which
he had income from service described in
subparagraph (1) of this paragraph or
for the taxable year of the minister pre-
scribed by section 1402(e) (3), if such
taxable year is earlier, and for all suc-
ceeding taxable years.

(iv) No interest or penalty shall be
assessed or collected for failure to file
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a return within the time prescribed by
law if such failure arises solely by reason
of an election made by a minister pur-
suant to this paragraph or for any un-
derpayment of self-employment income
tax arising solely by reason of such elec-
tion, for the period ending with the date
such minister makes an election pur-
suant to this paragraph.

(d) Treatment of certain remunera-
tion paid in 1955 and 1956 as wages. For
treatment of remuneration paid to an
individual for service described in sec-
tion 3121(b)(8) (A) which was errone-
ously treated by the organization
employing him as employment within
the meaning of chapter 21 of the Inter-
nal Revenue Code, see § 1.1402(e) (4)-1.

§ 1.1402(a)—12 Possession of the United

States.

For purposes of the tax on self-em-
ployment income, the term *“possession
of the United States”, as used in section
931 (relating to income from sources
within possessions of the United States)
and section 932 (relating to citizens of
possessions of the United States) shall
be deemed mnot to include the Virgin
Islands, Guam, or American Samoa.
The provisions of section 1402(a) (9) and
of this section insofar as they involve
nonapplication of sections 931 and 932 to
Guam or American Samoa, shall apply
only in the case of taxable years begin-
ning after 1960.

§ 1.1402(a)—13 Income from agricul-

tural activity.

(a) Agricultural trade or business.
(1) An agricultural trade or business is
one in which, if the trade or business
were carried on exclusively by employees,
the major portion of the services would
constitute agricultural labor as defined
in section 3121(g) and the regulations
thereunder in Part 31 of this chapter
(Employment Tax Regulations). In
case the services are in part agricultural
and in part nonagricultural, the time de-
voted to the performance of each type of
service is the test to be used to determine
whether the major portion of the serv-
ices would constitute agricultural labor.
If more than half of the time spent in
performing all the services is spent in
performing services which would con-
stitute agricultural labor under section
3121(g), the trade or business is agricul-
tural. If only half, or less, of the time
spent in performing all the services is
spent in performing services which would
constitute agricultural labor under sec-
tion 3121(g), the trade or business is not
agricultural. In every case the time
spent in performing the services will be
computed by adding the time spent in
the trade or business during the taxable
year by every individual (including the
individual carrying on such trade or
business and the members of his family)
in performing such services. The opera~-
tion of this special rule is not affected by
section 3121(c), relating to the included-
excluded rule for determining employ-
ment.

(2) The rules preseribed in subpara-
graph (1) of this paragraph have no
application where the nonagricultural
services are performed in connection
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with an enterprise which constitutes a
trade or business separate and distinet
from the trade or business conducted
as an agricultural enterprise. Thus, the
operation of a roadside automobile serv-
ice station on farm premises constitutes
a trade or business separate and distinet
from the agricultural enterprise, and the
gross income derived from such service
station, less the deductions attributable
thereto, is to be taken into account in
determining net earnings from self-em-
ployment.

(b) Farm operator’s income for tazx-
able years ending before 1955. Income
derived in a taxable year ending before
1955 from any agricultural trade or busi-
ness (see paragraph (a) of this section),
and all deductions attributable to such
income, are excluded in computing net
earnings from self-employment.

(¢) Farm operator's income for lazx-
able years ending after 1954. Income
derived in a taxable year ending after
1954 from an agricultural trade or busi-
ness (see paragraph (a) of this section)
is includible in computing net earnings
from self-employment. Income derived
from an agricultural trade or business
includes income derived by an individual
under an agreement entered into by such
individual with another person pursuant
to which such individual undertakes to
produce agricultural or horticultural
commodities (including livestock, bees,
poultry, and fur-bearing animals and
wildlife) on land owned or leased by
such other person and pursuant to which
the agricultural or horticultural com-
modities produced by such individual, or
the proceeds therefrom, are to be divided
between such individual and such other
person, and the amount of such indi-
vidual's share depends on the amount of
the agricultural or horticultural com-
modities produced. However, except as
provided in paragraph (d) of this section,
relating to arrangements involving ma-
terial participation, the income derived
under such an agreement by the owner
or lessee of the land is not includible
in computing net earnings from self-
employment. See § 1.1402(a)-4. For
options relating fo the computation of
net earnings from sclf-employment, see
§§ 1.1402(a)-14 and 1.1402(a)-15.

(d) Includible farm rental income for
tazable years ending ajter 1955. ¥For
taxable years ending after 1955, income
derived from an agricultural trade or
business (see paragraph (a) of this sec-
tion) includes also income derived by
the owner or tenant of land under an
arrangement between such owner or
tenant and another person, if such ar-
rangement provides that such other
person shall produce agricultural or
horticultural commodities (including
livestock, bees, poultry, and fur-bearing
animals and wildlife) on such land, and
that there shall be material participation
by the owner or tenant in the production
or the management of the production of
such agricultural or horticultural com-
modities, and if there is material par-
ticipation by the owner or tenant with
respect to any such agricultural or horti-
cultural commodity. See paragraph (b)
of § 1.1402(a)-4. For options relating to
the computation of net earnings from

self-employment,
and 1.1402(a)-15.

(e) Income from service performed
after 1956 as a crew leader. Tncome
derived by a crew leader (see sectin
3121(0) and the regulations thereunder
in Part 31 of this chapter (Employment
Tax Regulations)) from service per.
formed after 1956 in furnishing ingi.
viduals to perform agricultural labor for
another person and from service per.
formed after 1956 in agricultural lahor s
a member of the erew is considered to
be income derived from a trade or busi-
ness for purposes of §1.1402(c)-l,
Whether such trade or business is an
agricultural trade or business shall be
determined by applying the rules s
forth in this section.

§ 1.1402(a)-14 Options available 10
farmers in computing net carning
from self-employment for taxable
years ending after 1954 and before
December 31, 1956.

(a) Computation of net earnings. In
the case of any trade or business which
is carried on by an individual who re-
ports his income on the cash receipts
and disbursements method, and in which,
if it were carried on exclusively by em-
ployees, the major portion of the serviees
would constitute agricultural labor as
defined in section 3121(g) (see pan-
graph (a) of § 1.1402(a)-13), net eam-
ings from self-employment may, for a
taxable year ending after 1954, at the
option of the taxpayer, be computed as
follows:

(1) Gross income $1,800 or less. If
the gross income, computed as provided
in paragraph (b) of this section, from
such trade or business is $1,800 or less,
the taxpayer may, at his option, treat s
net earnings from self-employment from
such trade or business an amount equil
to 50 percent of such gross income.
the taxpayer so elects, the amount equsl
to 50 percent of such gross income shall
be used in computing his self-employ-
ment income in lien of his actual nel
earnings from such trade or business, If
any.

(2) Gross income in excess of $1.800.
If the gross income, computed as pro-
vided in paragraph (b) of this sectiol
from such trade or business is more than
$1,800, and the actual net earnings [rom
self-employment from such trade 0
business are less than $900, the taxpaye
may, at his option, treat $900 as net eal
ings from self-employment. If the fas
payer so elects, $900 shall be used I
computing his self-employment incomé
in lieu of his actual net earnings from
such trade or business, if any. Howeveh
if the taxpayer’s actual net earnin
from such trade or business, as comi
puted in accordance with §§ 1.1402(a)-
through 1.1402(a)-3 are $900 or mof®
such actual net earnings shall be 'us.ed i
computing his self-employment incomes

(b) Computation of gross incomé
For purposes of paragraph (a) of
section, gross income shall consist of v
gross receipts from such trade or businé
reduced by the cost or other basis i
property which was purchased and
in carrying on such trade or bU_SU’eS’j
adjusted (after such reduction) it :‘32
cordance with the provisions of § 11

see §§ 1.1402(a)-14
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(a)-3, relating to income and deductions
not included in computing net earnings
from self-employment.

(¢) Two or more agricultural activi-
ties. If an individual is engaged in more
than one agricultural trade or business
within the meaning of paragraph (a) of
§1.1402(a)-13 (for example, the busi-
ness of ordinary farming and the busi-
ness of cotton ginning) , the gross income
derived from each agricultural trade or
husiness shall be aggregated for purposes
of the optional method provided in para-
graph (a) of this section for computing
net earnings from self-employment.

(d)" Examples. Application of the
regulations preseribed in paragraphs (a)
and (b) of this section may be illustrated
by the following examples:

Ezample (1). ¥, a farmer, uses the cash
receipts and disbursements method of ac-
counting in making his Income tax returns.
Fs books and records show that during the
calendar year 1955 he received $1,200 from
the sale of produce raised on the farm, $200
from the sale of livestock raised on the farm
and not held for breeding or dairy purposes,
and 8600 from the sale of a tractor. The
Income from the sale of the tractor is of a
fype which is excluded from net earnings
from self-employment by section 1402(a).
Fs actual net earnings from self-employ-
ment, computed in accordance with the pro-
vislons of §§ 1.1402(a)~1 through 1.1402(a)-3,
are $450. P may report $450 as his net earn-
Ings from self-employment or he may elect
%o report $700 (one-half of $1,400).

Ezample (2). C, a cattleman, uses the
tash recelpts and disbursements method of
scounting in making his income tax re-
furns, C had actual net earnings from self-
employment, computed in accordance with
the provisions of §§ 1.1402(a)-1 through
11402(n)-3, of $725. His gross receipts were
81000 from the sale of produce raised on
the farm and $1,200 from the sale of feeder
tittle, which C bought for $500. The in-
tome from the sale of the feeder cattle is
of & type which is included in computing
let earnings from self-employment. There-
fore, C may report 8725 as his net earnings
from seif-employment or he may elect to
;l;g;t $850, one-half of $1,700 ($2,200 minus

Ezample (3). R, a rancher, has gross in-
time of $3,000 from the operation of his
fanch, computed as provided in paragraph
(b) of this section: His actual net earnings
from self-employment from farming activi-
Ues are less than $900. R, nevertheless, may
elect to report $900 as net earnings from
#ll-employment from such trade or busi-
U2, If R had actual net earnings from
:f“‘emplnymenc from his farming activi-

% In the amount of $900 or more, he would

required to report such amount in com-
Puting his self-employment income.

(e) Members of jarm partnerships.
me Optional method provided by para-
netph ‘a) of this section for computing
not ornings from self-employment is
. a}axla'ble to a member of a part-
€rship with respect to his distributive
u:;e o‘f t,hg income or loss from any
- ¢ or business carried on by any part-

tship of which he is a member.

§]-|»f¥.02(u)—l.5 Options available to
‘:rumm in computing net earnings
: ;:::L soldf_-employmenl for taxable
i 19?(‘,, ing on or after December

( %
e*‘c’a Computation of net earnings. In
sie of any trade or business which
¢d on by an individual or by a
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partnership and in which, if such trade
or business were carried on exclusively
by employees, the major portion of the
services would constitute agricultural
labor as defined in section 3121(g) (see
paragraph (a) of §1.1402(a)-13), net
earnings from self-employment may, for
a taxable year ending on or after De-
cember 31, 1956, at the option of the
taxpayer, be computed as follows:

(1) In case of an individual—()
Gross income $1,800 or less. If the gross
income, computed as provided in para-
graph (b) of this section, from such
trade or business is $1,800 or less, the
taxpayer may, at his option, treat as
net earnings from self-employment from
such trade or business an amount equal
to 6625 percent of such gross income.
If the taxpayer so elects, the amount
equal to 6624 percent of such gross in-
come shall be used in computing his self-
employment income in lieu of his actual
net earnings from such trade or busi-
ness, if any.

(ii) Gross income in excess of $1,800.
If the gross income, computed as pro-
vided in paragraph (b) of this section,
from such trade or business is more than
$1,800, and the net earnings from self-
employment from such trade or business
(computed without regard to this sec~
tion) are less than $1,200, the taxpayer
may, at his optiom, treat $1,200 as net
earnings from self-employment. If the
taxpayer so elects, $1,200 shall be used in
computing his self-employment income
in lieu of his actual net earnings from
such trade or business, if any. However,
if the taxpayer’s actual net earnings
from such trade or business, as computed
in accordance with the applicable pro-
visions of §§ 1.1402(a)-1 to 1.1402(a)-
13, inclusive, are $1,200 or more, such ac-
tual net earnings shall be used in
computing his self-employment income.

(2) In case of a member of a partner-
ship—(i) Distributive share of gross in-
come $1,800 or less. If a taxpayer’'s dis-
tributive share of the gross income of a
partnership (as such gross income is
computed under the provisions of para-
graph (bh) of this section) derived from
such trade or business (after such gross
income has been reduced by the sum of
all payments to which section 707(¢c) ap-
plies) is $1,800 or less, the taxpayer may,
at his option, treat as his distributive
share of income described in section
702(a) (9) derived from such trade or
business an amount equal to 6624 percent
of his distributive share of such gross
income (after such gross income has
been reduced by the sum of all payments
to which section 707(c) applies). If the
taxpayer so elects, the amount equal to
6624 percent of his distributive share of
such gross income shall be used by him in
the computation of his net earnings
from self-employment in lieu of the ac-
tual amount of his distributive share of
income described in section 702(a) (9)
from such trade or business, if any.

(ii) Distributive share of gross income
in excess of $1,800. If a taxpayer's dis-
tributive share of the gross income of the
partnership (as such gross income is
computed under the provisions of para-
graph (b) of this section) derived from
such trade or business (after such gross
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income has been reduced by the sum of
all payments to which section 707(¢) ap-
plies) is more than $1,800 and the actual
amount of his distributive share
(whether or not distributed) of income
described in section T702(a) (9) derived
from such trade or business (computed
without regard to this section) is less
than $1,200, the axpayer may, at his
option, treat $1,200 as his distributive
share of income described in section
702(a) (9) derived from such trade or
business. If the taxpayer so elects, $1,200
shall be used by him in the computation
of his net earnings from self-employment
in lieu of the actual amount of his dis-
tributive share of income described in
section 702(a)(9) from such trade or
business, if any. However, if the actual
amount of the taxpayer’'s distributive
share of income described in section 702
(a) (9) from such trade or business, as
computed in accordance with the ap-
plicable provisions of §§ 1.1402(a)-1 to
1.1402(a) -13, inclusive, is $1,200 or more,
such actual amount of the taxpayer's
distributive share shall be used in com-
puting his net earnings from self-
employment,

(iii) Cross reference. For a special
rule in the case of certain deceased part-
ners, see paragraph (¢) of § 1.1402(f)-1.

(b) Computation of gross income.
For purposes of this section gross income
has the following meanings:

(1) In the case of any such trade or
business in which the income is com-
puted under a cash receipts and dis-
bursements method, the gross receipts
from such trade or business reduced by
the cost or other basis of property which
was purchased and sold in carrying on
such trade or business (see paragraphs
(a) and (c), other than paragraph (a)
(5), of §1.61-4), adjusted (after such
reduction) in accordance with the ap-
plicable provisions of §§ 1.1402(a)-3 to
1.1402(a)-13, inclusive.

(2) In the case of any such trade or
business in which the income is com-
puted under an accrual method (see par-
agraphs (b) and (e¢), other than para-
graph (b) (5), of §1.61-4), the gross
income from such trade or business,
adjusted in accordance with the appli-
cable provisions of §§1.1402(a)-3 to
1.1402(a)-13, inclusive.

(¢) Two or more agricultural activi-
ties. If an individual (including a mem-
ber of a partnership) derives gross in-
come (as defined in paragraph (b) of
this section) from more than one agri-
cultural trade or business, such gross
income (including his distributive share
of the gross income of any partnership
derived from any such trade or busi-
ness) shall be deemed to have been de-
rived from one trade or business. Thus,
such an individual shall aggregate his
gross income derived from each agri-
cultural trade or business carried on by
him (which includes, under paragraph
(b) of §1.1402(a)-1, any guaranteed
payment, within the meaning of sec-
tion 707(c), received by him from a
farm partnership of which he is a mem-
ber) and his distributive share of part-
nership gross income (after such gross
income has been reduced by any guar-
anteed payment within the meaning of
section 707(c)) derived from each farm
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partnership of which he is a member.
Such gross income is the amount to be
considered for purposes of the optional
method provided in this section for com-
puting net earnings from self-employ-
ment. If the aggregate gross income of
an individual includes income derived
from an agricultural trade or business
carried on by him and a distributive
share of partnership income derived
from an agricultural trade or business
carried on by a partnership of which
he is a member, such aggregate gross
income shall be treated as income de-
rived from a single trade or business
carried on by him, and such individual
shall apply the optional method ap-
plicable to individuals set forth in para-
graph (a) (1) of this section for purposes
of computing his net earnings from self-
employment.

(d) Examples. The application of
this section may be illustrated by the
following examples:

Ezample (1). F is engaged in the busi-
ness of farming and computes his income
under the cash receipts and disbursements
method. He files his income tax returns on
the hasis of the calendar year. During the
year 1856, F's gross income from the business
of farming (computed In accordance with
paragraph (b) (1) of this section) is $1,725,
His actual net earnings from self-employ-
ment derived from such business are $650.
As his net earnings from self-employment, F
may report $650 or, by the optional compu-
tation method, he may report 81,150 (662
percent of $1,725).

Ezample (2). G is engaged in the business
of farming and computes his income under
the accrual method. His Income tax re-
turns are filed on the calendar year basis,
For the year 1857, G's gross income from the
operation of his farm (computed in accord-
ance with paragraph (b)(2) of this section)
is $2,600. He has actual net earnings from
self-employment derived from such farm in
the amount of $950. As his net earnings
from self-employment derived from his farm,
G may report his actual net earnings of $9860,
or by the optional method he may report
$1,200. If G's actual net earnings from self-
employment from his farming activities for
1957 were In an amount of $1,200 or more,
he would be required to report such amount
in computing his self-employment income,

Ezample (3). M, who files his income
tax returns on a calendar year basis, is one
of the three partners of the XYZ Company,
a partnership, engaged in the business of
farming. The taxable year of the partner-
ship is the calendar year, and its income is
computed under the cash receipts and dis-
bursements method. For M's services in
connection with the planting, cultivating,
and harvesting of the crops during the year
1958, the partnership agrees to pay him
$500, the full amount of which is determined
without regard to the Income of the part-
nership and constitutes a guaranteed pay-
ment within the meaning of section 707(c).
This guaranteed payment to M is the only
such payment made during such year. The
gross income derived from the business for
the year 19568, computed in accordance with
paragraph (b) (1) of this section and after
being reduced by the guaranteed payment
of $500 made to M, is $3,000. One-third of
the $3,000 (81,000), is M’'s distributive share
of such gross income. Under paragraph (c)
of this section, the guaranteed payment
(8500) received by M and his distributive
share of the partnership gross Income
($1,000) are deemed to have been derived
from one trade or business, and such
amounts must be aggregated for purposes
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of the optional method of computing net
earnings from self-employment. Since M’s
combined gross income from his two agri-
cultural businesses ($1,000 and $500) is not
more than $1,800 and since such income is
deemed to be derived from one trade or
business, M’s net earnings from self-employ-
ment derived from such farming business
may, at his option, be deemed to be $1,000
(6625 percent of $1,500).

Ezample (4). A is one of the two partners
of the AB partnership which is engaged in
the business of farming. The taxable year
of the partnership is the calendar year and
its income is computed under the accrual
method. A files his Income tax returns on
the calendar year basis. The partnership
agreement provides for an equal sharing in
the profits and losses of the partnership by
the two partners. A is an experienced farmer
and for his services as manager of the part-
nership’s farm activities during the year
1959, he receives $3,000 which amount con-
stitutes a guaranteed payment within the
meaning of section 707(¢). The gross in-
come of the partnership derived from such
business for the year 1959, computed in ac-
cordance with paragraph (b)(2) of this sec-
tlon and after being reduced by the guar-
anteed payment made to A, is $6,600. A's
distributive share of such gross income is
$3,300, and his distributive share of income
described in section 702(a) (9) derived from
the partnership’s business is $1,100. Under
paragraph (c¢) of this section, the guar-
anteed payment received by A and his dis-
tributive share of the partnership gross in-
come are deemed to have been derived from
one trade or business, and such amounts
must be aggregated for purposes of the
optional method of computing his net earn-
ings from self-employment. Since the ag-
gregate of A’s guaranteed payment ($3,000)
and his distributive share of partnership
gross income ($38,300) is more than $1,800
and since the aggregate of A's guaranteed
payment ($3,000) and his distributive share
($1,100) of partnership income described in
section 702(a) (9) is not less than $1,200, the
optional method of computing net earnings
from self-employment is not available to A.

Ezample (§), F is a member of the EFG
partnership which is engaged in the business
of farming. F files his income tax returns on
the calendar year basis. The taxable year
of the partnership is the calendar year, and
its Income is computed under a cash re-
ceipts and disbursements method. Under
the partnership agreement the partners are
to share equally the profits or losses of the
business. The gross income derived from the
partnership business for the year 1959, com~
puted in accordance with paragraph (b) (1)
of this section Is $5,700. ¥'s share of such
gross income is $1,900. Due to drought and
an epidemic among the livestock, the part-
nership sustains a net loss of $6,000 for the
year 1959 of which loss F's share is $2,000.
Since F's distributive share of gross income
derived from such business is in excess of
$1,800 and since F does not receive income
described in section 702(a)(8) of $1,200 or
more from such business, he may, at his
option, be deemed to have received $1,200 as
his distributive share of income described in
section T702(a)(9) from such business.

§ 1.1402(a)-16 Exercise of option.

A taxpayer shall, for each taxable year
with respect to which he is eligible to
use the optional method described in
§ 1.1402(a)~-14 or § 1.1402(a)-15, make a
determination as to whether his net
earnings from self-employment are to
be computed in accordance with such
method. If the taxpayer elects the op-
tional method for a taxable year, he
shall signify such election by computing
net earnings from self-employment un-

der the optional method as set forth iy
Schedule F (Form 1040) of the incoms
tax return filed by the taxpayer for sy
taxable year. If the optional method j
not elected at the time of the filing g
the return for a taxable year with re.
spect to which the taxpayer is eligihle
to elect such optional method, sucy
method may be elected on an amende
return (or on such other form as may
be prescribed for such use) filed withig
the period preseribed by section 6501 ang
the regulations thereunder for the g
sessment of the tax for such taxable
year. If the optional method is elected
on a return for a taxable year, the {ax-
payer may revoke such election by filing
an amended return (or such other form
as may be prescribed for such use) for
the taxable year within the period pre-
seribed by section 6501 and the regula-
tions thereunder for the assessment of
the tax for such taxable year. If the
taxpayer is deceased or unable to make
an election, the person designated in seg-
tion 6012(b) and the regulations there-
under may, within the period prescribed
in this section eleet the optional method
for any taxable year with respect to
which the taxpayer is eligible to use the
optional method and revoke an election
previously made by or for the taxpayen

§ 1.1402(b) Statutory provisions; defi.
nitions ; self-employment income.

Sec. 1402, Definitions. * * *

(b) Self-employment income, The term
“self-employment income” means the net
earnings from self-employment derived by
an individual (other than a nonresident
alien individual) during any taxable yesr
except that such term shall not include—

(1) That part of the net earnings from
self-employment which is in excess of—

(A) For any taxable year ending prior 0
1055, (1) $8,600, minus (ii) the amount o
the wages pald to such individual durlng
the taxable year; and

(B) For any taxable year ending afief
1964 and before 1959, (1) $4,200, minus (1)
the amount of the wages pald to such in-
dividual during the taxable year; and

(C) For any taxable year ending affef
1958, (1) $4,800, minus (ii) the amount of
the wages paid to such Individual during th¢
taxable year; or

(2) The net earnings from self-emplof
ment, if such net earnings for the taxablé
year are less than $400.

For purposes of clause (1), the ter®
“wages” includes such remuneration P
to an employee for services included under
an agreement entered into pursuant to t’l:lf
provisions of section 218 of the So¢
Security Act (relating to coverage of Sm:;
employees), or under an agreement entern
into pursuant to the provisions of secti®
3121(1) (relating to coverage of citizens
the United States who are employees of for-
eign subsidiaries of domestic corpor’ntloml-
as would be wages under section 3121(“.‘“‘
such services constituted employment ut o;»
section 3121(b). An individual who s nn
a citizen of the United States but who 15‘0
resident of the Commonwealth of Pueel}‘.
Rico, the Virgin Islands, Guam, or A uls
can Samoa shall not, for purposes Ofd‘m
chapter be considered to be a nonresidé
alien individual.

[Sec. 1402(b) as amended by sec. 2015};)‘1
Soclal Security Amendments 1054 (88 "0
1088); sec. 402(a), Social Security AmMEC’
ments 1958 (72 Stat. 1042); sec. 103(1)
cial Security Amendments 1960 (
938) |

74 Stab
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§ 1.1402(b)-1 Self-employment income.

(a) In general. Except for the exclu-
slons in paragraphs (b) and (c) of this
section and the exception in paragraph
@ of this section, the term “self-em-
ployment income’” means the net earn-
ings from self-employment derived by an
individual during a taxable year.

(b) Mazximum self-employment in-
come. (1) The maximum self-employ-
ment income of an individual for any
taxable year (whether a period of 12
months or less) is $4,800, except that the
maximum self-employment income for
any taxable year ending before 1955 is
43600 and the maximum self-employ-
ment income for any taxable year ending
after 1954 and before 1959 is $4,200. If
en individual is paid wages as defined
in section 3121(a), the maximum self-
employment income is the excess of
$4800 (3,600 for a taxable year ending
before 1955 and $4,200 for a taxable
vear ending after 1954 and before 1959)
over the amount of such wages. For
example, if during the taxable year end-
ing in 1959 no such wages are paid and
the individual has $5,000 of net earnings
from self-employment, he has $4,800 of
glf-employment income for such tax-
ale year. If, in addition to having
§5,000 of net earnings from self-employ-
ment, such individual is paid $1,000 of
such wages, he has only $3,800 of self-
employment income for the taxable year.

(2) For the purpose of the limitation
deseribed in subparagraph (1) of this
paragraph, the term “wages” includes
such remuneration paid to an employee
for services covered by—

() An agreement entered into pur-
suant to section 218 of the Social Se-
eurity Act (42 U.S.C. 418), which section
provides for extension of the Federal
dld-age, survivors and disability insur-
ance system to State and local govern-
ment employees under voluntary agree-
ments between the States and the
Secretary of Health, Education, and
Welfare (Federal Security Administrator
before April 11, 1953), or

(i) An agreement entered into pur-
suant to the provisions of section 3121
), relating to coverage of citizens of
;he United States who are employees of
r:{‘;‘(l)gnrsl subsidiaries of domestic corpo-

;swould be wages under section 3121(a)

such services constituted employment
under séction 3121(b), For an explana-
1&? of the term “wages”, see the regu-
o i0ns under section 3121(a) in Part 31
1 this chapter (Employment Tax Regu-
ations) .

(©) Mininium net earnings from self-
e'geﬂloqunt. Self-employment income
selrs not include the net earnings from

e‘emIﬂOYment of an individual when

mslm_unt of such earnings for the
in;liv'de-:'ear is less than $400. Thus, an
ings flr ual having only $300 of net earn-

b o self-employment for the taxa-
Newt 4 would not have any self-employ-
hayine _Co¢: However, an individual
mentg fnet earnings from self-employ-
Year e - 00 or more for the taxable
i have less than $400 of self-em-
e 1ent income. This could oceur in a
dividyape ich the amount of the in-

S net earnings from self-em-
No.233— ¢
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ployment is $400 or more for a taxable
year and the amount of such net earn-
ings from self-employment plus the
amount of the wages received by the
individual during that taxable year ex-
ceed $4,800 ($3,600 for taxable years
ending before 1955 or $4,200 for taxable
years ending after 1954 and before 1959).
For example, if an individual has net
earnings from self-employment of $1,000
for 1959 and also receives wages of $4,500
during that taxable year, his self-em-
ployment income for that taxable year
is $300.

(d) Nonresident aliens. A nonresi-
dent alien individual never has self-
employment income. While a nonresi-
dent alien individual who derives income
from a trade or business carried on
within the United States, Puerto Rico,
the Virgin Islands, Guam, or American
Samoa (whether by agents or employees,
or by a partnership of which he is a
member) may be subject to the appli-
cable income tax provisions on such in-
come, such nonresident alien individual
will not be subject to the tax on self-
employment income, since any net earn-
ings which he may have from self-em-
ployment do not constitute self-employ-
ment income. For the purpose of the
tax on self-employment income, an indi-
vidual who is not & citizen of the United
States but who is a resident of the Com-~
monwealth of Puerto Rico, the Virgin
Islands, or, for taxable years beginning
after 1960, of Guam or American Samoa
is not considered to be a nonresident
alien individual.

§ 1.1402(c) Statutory provisions; defi-
nitions; trade or business.

SEc. 1402. Definitions. * * *

(¢) Trade or business. The term “trade
or business”, when used with reference to
self-employment income or net earnings from
self-employment, shall have the same mean-
ing as when used in section 162 (relating
to trade or business expenses), except that
such term shall not include—

(1) The performance of the functions of
a public office;

(2) The performance of service by an indi-
vidual as an employee, other than—

(A) Service described in section 3121(b)
(14) (B) performed by an individual who has
attained the age of 18,

(B) Service described in section 3121(b)
(16),

(C) Service described in section 38121(b)
(11), (12), or (15) performed in the United
States (as defined In section 3121(e) (2)) by
a citizen of the United States, and

(D) Service described in paragraph (4) of
this subsection;

(3) The performance of service by an indi-
vidual a8 an employee or employee repre-
sentative as defined in section 3231;

(4) The performance of service by a duly
ordained, commissioned, or licensed minister
of a church in the exercise of his ministry or
by a member of a religious order In the exer-
cise of dutles required by such order; or

(5) The performance of service by an indi-
vidual in the exercise of his profession as a
doctor of medicine or Christian Science prac-
titioner; or the performance of such service
by a partnership.

The provisions of paragraph (4) shall not
apply to service (other than service per-
formed by a member of a religious order who
has taken a vow of poverty as a member of
such order) performed by an individual dur-
ing the period for which a certificate filed by
such individual under subsection (e) is in
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effect. The provisions of paragraph (5) shall
not apply to service performed by an indi-
vidual in the exercise of his profession as a
Christian Science practitioner during the
period for which a certificate filed by him
under subsection (e) 1s in effect.

[Sec. 1402(c) as amended by secs, 201(¢) (1),
(2), and (5), and 205(e), Soclal Security
Amendments 1054 (68 Stat. 1088, 1089, 1092);
sec. 201(e) (3), and (), Social Security
Amendments 1956 (70 Stat. 841); sec. 106(b),
Soclal Security Amendments 1960 (74 Stat.
945) |

§ 1.1402(¢c)-1 Trade or business.

In order for an individual to have net
earnings from seif-employment, he must
carry on a trade or business, either as an
individual or as a member of a partner-
ship. Except for the exclusions dis-
cussed in §§ 1.1402(c)-2 to 1.1402(c)-6,
inclusive, the term “trade or business”,
for the purpose of the tax on self-em-
ployment income, shall have the same
meaning as when used in section 162.
An individual engaged in one of the ex-
cluded activities specified in such sec-
tions of the regulations may also be en-
gaged in carrying on activities which
constitute a trade or business for pur-
poses of the tax on self-employment in-
come. Whether or not he is also engaged
in carrying on a trade or business will
be dependent upon all of the facts and
circumstances in the particular case. An
individual who is a crew leader, as de-
fined in section 3121(o) (see such sec-
tion and the regulations thereunder in
Part 31 of this chapter (Employment Tax
Regulations) ), is considered to be en-
gaged in carrying on a trade or business
with respect to services performed by
him after 1956 in furnishing individuals
to perform agricultural labor for another
person or services performed by him
after 1956 as a member of the crew.

§ 1.1402(c)-2 Public office.

The performance of the functions of
a public office does not constitute a trade
or business. The term “public office” in-
cludes any elective or appointive office of
the United States or any possession
thereof, or of a State or its political sub-
divisions, or of a wholly owned instru-
mentality of any one or more of the fore-
going. For example, the President, the
Vice President, a governor, a mayor, the
Secretary of State, a member of Con-
gress, a State representative, a county
commissioner, a judge, a county or city
attorney, a marshal, a sheriff, a register
of deeds, or a notary public performs the
functions of a public office.

§ 1.1402(c¢)-3 Employees.

(a) General rule. Generally, the per-
formance of service by an individual as
an employee, as defined in the Federal
Insurance Contributions Act (chapter
21 of the Internal Revenue Code) does
not constitute a trade or business within
the meaning of section 1402(¢) and § 1.-
1402(e)-1, However, in the four cases
set forth in paragraphs (b) to (e), inclu-
sive, of this section, the performance of
service by an individual is considered to
constitute a trade or business within the
meaning of section 1402(c) and § 1.1402
(c)-1. (As to when an individual is an
employee, see section 3121 (d) and (o)
and the regulations thereunder in Part
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31 of this chapter (Employment Tax
Regulations) .)

(b) Newspaper vendors. Service per-
formed by an individual who has at-
tained the age of 18 constitutes a trade
or business for purposes of the tax on
self-employment income within the
meaning of section 1402(c) and § 1.1402
(¢)-1 if performed in, and at the time
of, the sale of newspapers or magazines
to ultimate consumers, under an ar-
rangement under which the newspapers
or magazines are to be sold by him at
a fixed price, his compensation being
based on the retention of the excess of
such price over the amount at which the
newspapers or magazines are charged to
him, whether or not he is guaranteed a
minimum amount of compensation for
such service, or is entitled to be credited
with the unsold newspapers or maga-
zines turned back.

(c) Sharecroppers. Service performed
by an individual under an arrangement
with the owner or tenant of land pur-
suant to which—

(1) Such individual undertakes to
produce agricultural or horticultural
commodities (including livestock, bees,
poultry, and fur-bearing animals and
wildlife) on such land,

(2) The agricultural or horticultural
commodities produced by such individ-
ual, or the proceeds therefrom, are to be
divided between such individual and
such owner or tenant, and

(3) The amount of such individual’s
share depends on the amount of the agri-
cultural or horticultural commodities
produced,

constitutes a trade or business within
the meaning of section 1402(¢) and
§ 1.1402(e)-1.

(d) Employees of foreign government,
instrumentality wholly owned by foreign
government, or international organiza-
tion. Service performed in the United
States, as defined in section 3121(e) (2)
(see such section and the regulations
thereunder in Part 31 of this chapter
(Employment Tax Regulations)), by an
individual Who is a citizen of the United
States constitutes a trade or business
within the meaning of section 1402(c¢)
and § 1.1402(c)-1 if such service is ex-
cepted from employment, for purposes
of the Federal Insurance Contributions
Act (chapter 21 of the Code), by—

(1) Section 3121(b) (11), relating to

service in the employ of a foreign gov-
ernment (for regulations under section
3121(b) (11), see § 31.3121(b) (11)-1 of
this chapter) ;
- (2) Section 3121(b) (12), relating to
service in the employ of an instrumental-
ity wholly owned by a foreign govern-
ment (for regulations under section 3121
(b) (12), see § 31.3121(b) (12)-1 of this
chapter) ; or

(3) Section 3121(b) (15), relating to
service in the employ of an international
organization (for regulations under sec-
tion 3121(b) (15), see § 31.3121(b) (15)-1
of this chapter).

This paragraph is applicable to service
performed in any taxable year ending on
or after December 31, 1960, except that
it does not apply to service performed
before 1961 in Guam or American Samoa.
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(e) Ministers and wmembers of re-
ligious orders. Service deseribed in sec-
tion 1402(c) (4) performed by an indi-
vidual during taxable years for which
a certificate filed pursuant to section
1402(e) is in effect constitutes a trade
or business within the meaning of sec-
tion 1402(¢) and § 1.1402(c)-1. See also
§ 1.1402(¢c) 5.

§ 1.1402(¢)-4 Individuals under Rail-
road Retirement System.

The performance of service by an in-
dividual as an employee or employee rep-
resentative as defined in section 3231 (b)
and (¢), respectively (see §§ 31.3231(b) -
1 and 31.3231(¢c)-1 of Part 31 of this
chapter (Employment Tax Regula-
tions) ), that is, an individual covered
under the railroad retirement system,
does not constitute a trade or business.

§ 1.1402(c)—5 Ministers and members

of religious orders.

(a) In general. For taxable years
ending before 1955, a duly ordained,
commissioned, or licensed minister of a
church or a member of a religious order
is not engaged in carrying on a trade or
business with respect to service per-
formed by him in the exercise of his min-
istry or in the exercise of duties required
by such order. However, for taxable
years ending after 1954, any individual
who is a duly ordained, commissioned,
or licensed minister of a church or a
member of a religious order (other than
a member of a religious order who has
taken a vow of poverty as a member of
such order) may elect, as provided in
§ 1.1402(e) (1) -1, to have the Federal old-
age, survivors, and disability insurance
system established by title IT of the So-
cial Security Act extended to service per-
formed by him in his capacity as such
a minister or member. If such a minis-
ter or a member of a religious order
makes an election pursuant to § 1.1402
(e) (1)-1 he is, with respect to service
performed by him in such capacity, en-
gaged in carrying on a trade or business
for each taxable year to which the elec-
tion is effective. An election by a minis-
ter or member of a religious order has no
application to service performed by such
minister or member which is not in the
exercise of his ministry or in the exer-
cise of duties required by such order.

(b) Service by a minister in the exer-
cise of his ministry. (1) A certificate of
election filed by a duly ordained, com-
missioned, or licensed minister of a
church under the provisions of § 1.1402
(e) (1)-1 has application only to service
performed by him in the exercise of his
ministry.

(2) Except as provided in paragraph
(¢) (3) of this section, service performed
by a minister in the exercise of his min-
istry includes the ministration of sacer-
dotal functions and the conduct of
religious worship, and the control, con-
duct, and maintenance of religious or-
ganizations (including the religious
boards, societies, and other integral
agencies of such organizations), under
the authority of a religious body con-
stituting a church or church denomina-
tion. The following rules are applicable
in determining whether services per-

formed by a minister are performeq i
the exercise of his ministry:

(i) Whether service performed by
minister constitutes the conduct of ye.
ligious worship or the ministration gf
sacerdotal functions depends on
tenets and practices of the particulsy
religious body constituting his church o
church denomination.

(ii) Service performed by a minister
in the control, conduct, and maintenanc
of a religious organization relates to di.
recting, managing, or promoting the
activities of such organization. Any re.
ligious organization is deemed to be un-
der the authority of a relizious hody
constituting a church or church denomi-
nation if it is organized and dedicated
to carrying out the tenets and principles
of a faith in accordance with either the
requirements or sanctions governing the
creation of institutions of the faith,
The term “religious organization” has
the same meaning and application as s
given to the term for income tax pur-
poses.

(iii) If a minister is performing sery-
ice in the conduct of religious worship
or the ministration of sacerdotal func-
tions, such service is in the exercise of
his ministry whether or not it is per-
formed for a religious organization.
The application of this rule may be
illustrated by the following example:

Ezxample. M, a duly ordained minister,
is engaged to perform service as chaplain
at N University. M devotes his entire time
to performing his duties as chaplain which
include the conduct of religious worship,
offering spiritual counsel to the university
students, and teaching a class in religion.
M is performing service in the exercise of
his ministry.

(iv) If a minister is performing service
for an organization which is operated
as an integral agency of a religious or-
ganization under the authority of a re-
ligious body constituting a church of
church denomination, all service per-
formed by the minister in the conduct of
religious worship, in the ministration of
sacerdotal functions, or in the control
conduct, and maintenance of such 0
ganization (see subparagraph (g)(ﬂ)
of this paragraph) is in the exercise of
his ministry. The application of this
rule may be illustrated by the followind
example:

Ezample. M, a duly ordained minisih
is engaged by the N Religious Board to ser
as director of one of its departments. H
performs no other service. The N Religiots
Board is an integral agency of O, a religlo®
organization operating under the authorlty
of a religious body constituting a cb
denomination., M is performing service ¥
the exercise of his ministry.

(v) If a minister, pursuant to an 8"
signment or designation by a religio®
body constituting his church, perfor
service for an organization which 15
neither a religious organization nor Og_
erated as an integral agency of @ 7
ligious organization, all service P?ce
formed by him, even though such s?f.“us
may not involve the conduct of religi
worship or the ministration of saqerdDm_
functions, is in the exercise of his may
istry. 'The application of this rule me’
be illustrated by the following exampP
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gromple. M, a duly ordalned minister,
s assigned by X, the religious body consti-
tyting his church, to perform advisory serv-
we to Y Company in connection with the
publication of a book dealing with the his-
of M's church denomination. ¥ is
peither & religious organization nor operated
1 an integral ageney of a religious organi-
mion. M performs no other service for X
o Y. M is performing service in the exer-
dse of his ministry.

(¢) Service by a minister not in the
srercise of his ministry. (1) A certifi-
wte filed by a duly ordained, commis-
soned, or licensed minister of a church
under the provisions of § 1.1402(e) (1)-1
hss no application to service performed
by him which is not in the exercise of his
ministry. q

2) If a minister is performing serv-
ite for an organization which is neither
a religious organization nor operated as
an integral agency of a religious organi-
mtion and the service is not performed
pursuant to an assignment or designation
by his ecclesiastical superiors, then only
the service performed by him in the con-
duct of religious worship or the ministra-
tion of sacerdotal functions is in the
exercise of his ministry. See, however,
sibparagraph (3) of this paragraph.
The application of the rule in this sub-
paragraph may be illustrated by the fol-
lowing example:

Ezample. M, a duly ordained minister, is
engaged by N University to teach history
and mathematics. He performs no other
service for N although from time to time he
performs marrlages and conducts funerals
for relatives and friends. N University is
Ielther a religious organization nor operated
15 an Integral agency of a religious organiza-
ton. M is not performing the service for N
pursuant to an assignment or designation
by his ecclesiastical superiors. The service
performed by M for N University is not in
ihe exercise of his ministry. However, service
performed by M in performing marriages and
m:m)g funerals is in the exercise of his

ry.

(3) Service performed by a duly or-
dained, commissioned, or licensed minis-
r of a church as an employee of the
Umt.edrsta.t,es. or a State, Territory, or
msse§.sxon of the United States, or the
District of Columbia, or a foreign govern-
n}l}ent, or a political subdivision of any of
the foregoing, is not considered to be in
the exercise of his ministry for purposes
of the tax on self-employment income,
fven though such service may involve the
&mlsuwon of sacerdotal functions or
: € conduct of religious worship. Thus,
d‘l” example, service performed by an in-
Fo"idugl as a chaplain in the Armed
o L‘}e% 0{ the United States is considered
ot performed by a commissioned offi-
mmljn his capacity as such, and not by a
Sim lstﬁl‘ in the exercise of his ministry.
o yleaxly. service performed by an em-
rily €of a State as a chaplain in a State
: Civq s considered to be performed by
mm.l servant of the State and not by a

ister m_me exercise of his ministry.
rvice in the exercise of duties
by a religious order. A cer-
f .election filed by a member of
of'a ren U5 order (other than a member
of poy £lous order who has taken a vow
under i;ly 4s a member of such order)

885 If* brovisions of § 1.1402(e) (1)-1

Pblication to all duties required of

a religig
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him by such order. The nature or extent
of such service is immaterial so long as
it is a service which he is directed or
required to perform by his ecclesiastical
superiors.

§ 1.1402(c)—6 Members of certain pro-

fessions.

(a) Periods of exclusion—(1) Taxable
years ending before 1955. For taxable
years ending before 1955, an individual
is not engaged in carrying on a trade or
business with respect to the performance
of service in the exercise of his profession
as a physician, lawyer, dentist, osteo-
path, veterinarian, chiropractor, naturo-
path, optometrist, Christian Science
practitioner, architect, certified public
accountant, accountant registered or li-
censed as an accountant under State or
municipal law, full-time practicing pub-
lic accountant, funeral director, or pro-
fessional engineer.

(2) Taxzable years ending in 1955. Ex-
cept as provided in paragraph (b) of this
section, for a taxable year ending in 1955
an individual is not engaged in carrying
on a trade or business with respect to
the performance of service in the exer-
cise of his profession as a physician,
lawyer, dentist, osteopath, veterinarian,
chiropractor, naturopath, optometrist,
or Christian Science practitioner.

(3) Taxable years ending after 1955.
Except as provided in paragraph (b) of
this section, for taxable years ending
after 1955 an individual is not engaged
in earrying on a trade or business with
respect to the performance of service in
the exercise of his profession as a doctor
of medicine or Christian Science practi-
tioner.

(b) Election by Christian Science
practitioner. For taxable years ending
after 1954, a Christian Science practi-
tioner may elect, as provided in § 1.1402
(e) (1)-1, to have the Federal old-age,
survivors, and disability insurance sys-
tem established by title II of the Social
Security Act extended to service per-
formed by him in the exercise of his pro-
fession as a-Christian Science practi-
tioner. If an election is made pursuant
to § 1.1402(e) (1)-1, the Christian Sei-
ence practitioner is, with respect to the
performance of service in the exercise of
such profession, engaged.in carrying on
a trade or business for each taxable year
for which the election is effective. An
election by a Christian Science practi-
tioner has no application to service per-
formed by him which is not in the exer-
cise of his profession as a Christian
Science practitioner.

(c) Meaning of terms. The designa-
tions in this section are to be given their
commonly accepted meanings. For tax-
able years ending after 1955, an individ-
ual who is a doctor of osteopathy, and
who is not a doctor of medicine within
the commonly accepted meaning of that
term, is deemed, for purposes of this sec-
tion, not to be engaged in carrying on a
trade or business in the exercise of the
profession of doctor of medicine.

(d) Legal requirements. The exclu-
sions specified in paragraph (a) of this
section apply only if the individuals meet
the legal requirements, if any, for prac-
ticing their professions in the place
where they perform the service.
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(e) Partnerships. In the case of a
partnership engaged in the practice of
any of the designated excluded profes-
sions, the partnership shall not be con-
sidered as carrying on a trade or business
for the purpose of the tax on self-em-
ployment income, and none of the dis-
tributive shares of the income or loss,
described in section 702(a) (9), of such
partnership shall be included in comput-
ing net earnings from self-employment
of any member of the partnership. On
the other hand, where a partnership is
engaged in a trade or business not within
any of the designated excluded profes-
sions, each partner must include his dis-
tributive share of the income or loss,
described in section 702(a) (9), of such
partnership in computing his net earn-
ings from self-employment, irrespective
of whether such partner is engaged in
the practice of one or more of such pro-
fessions and contributes his professional
services to the partnership.

§ 1.1402(d) Statutory provisions; defi-
nitions; employee and wages.

Sgc. 1402, Definitions. * * *

(d) Employee and wages. The term “‘em-
ployee” and the term “wages" shall have the
same meaning as when used in chapter 21
(sec. 3101 and following, relating to Federal
Insurance Contributions Act).

§ 1.1402(d)-1 Employee and wages.

For the purpose of the tax on self-
employment income, the term “em-
ployee” and the term “wages” shall have
the same meaning as when used in the
Federal Insurance Conftributions Act.
For an explanation of these terms, see
Subpart B of Part 31 of this chapter
(Employment Tax Regulations).

§ 1.1402(e) (1) Statutory provisionss
definitions; ministers, members of
religious orders, and Christian
Science practitioners; waiver cer-
tificate.

Sec. 1402. Definitions. * * *

(e) Ministers, members of religious orders,
and Christian Science practitioners—(1)
Waiver certificate. Any individual who is
(A) a duly ordained, commissioned, or li-
censed minister of a church or a member
of a religious order (other than a member of
a religious order who has taken a vow of
poverty as a member of such order) or (B)
a Christian Science practitioner may file a
certificate (in such form and manner, and
with such official, as may be prescribed by
regulations made under this chapter) certi-
fying that he elects to have the insurance
system established by title IT of the Social
Security Act extended to service described
in subsection (c)(4). or service described
in subsection (c)(5) insofar as it relates to
the performance of service by an individual
in the exercise of his profession as a Chris-
tian Science practitioner, as the case may be,
performed by him.

[Sec, 1402(e) (1) as added by sec. 201(¢)(3),
Social Security Amendments 1954 (68 Stat.
1088) |

§ 1.1402(e) (1)=1 Election by ministers,
members of religious orders, and
Christian Science practitioners for
self-employment coverage.

(a) In general. Any individual who is
(1) a duly ordained, commissioned, or
licensed minister of ¢ church or a mem-
ber of a religious order (other than a
member of a religious order who has
taken a vow of poverty as a member of
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such order) or (2) a Christian Science
practitioner may elect to have the Fed-
eral old-age, survivors, and disability in-
surance system established by title II
of the Social Security Act extended to
service performed by him in the exercise
of his ministry or in the exercise of
duties required by such order, or in the
exercise of his profession as a Christian
Science practitioner, as the case may be.
Such an election shall he made by filing
a certificate on Form 2031 in the manner
provided in paragraph (b) of this sec-
tion and within the time specified in
§ 1.1402(e) (2)-1. If a minister or mem-
ber to whom this section has applica-
tion, or a Christian Science practitioner,
makes an election by filing Form 2031
such individual shall, for each taxable
yvear for which the election is effective
(see § 1.1402(e) (3)~1), be considered as
carrying on a trade or business with re-
spect to the performance of service in
his capacity as a minister or member, or
as a Christian Science practitioner, as
the case may be.

(b) Waiver certificate. The certifi-
cate on Form 2031 shall be filed in tripli-
cate with the district director of internal
revenue for the internal revenue district
in which is located the legal residence or
principal place of business of the indi-
vidual who executes the certificate. If
such individual has no legal residence or
principal place of business in any in-
ternal revenue district, the certificate
shall be filed with the Director of In-
ternational Operations, Internal Reve-
nue Service, Washington, D.C., 20225, or
at such other address as is designated in
the instructions relating to the certifi-
cate. The certificate must be filed
within the time prescribed in § 1.1402(e)
(2)-1. If an individual to whom para-
graph (a) of this section has application
submits to a district director of internal
revenue a dated and signed statement
indicating that he desires to have the
Federal old-age, survivors, and disability
insurance system established by title IT
of the Social Security Act extended to
his services, such statement will be
treated as a waiver certificate, if filed
within the time specified in § 1.1402(e)
(2)-1, provided that without unnecessary
delay such statement is supplemented by
a properly executed Form 2031. An ap-
plication for a social security account
number filed on Form SS-5 or the filing
of an income tax return showing an
amount representing self-employment
income or self-employment tax shall not
be construed to constitute an election
referred to in § 1.1402(e) (1) -1.

§ 1.1402(e) (2) Statutory provisions;
definitions; ministers, members of
religious orders, and Christian
Science practitioners: time for filing
certificate.

Sec. 1402. Definitions. * * *

(e) Ministers, members of religious orders,
and Christian Science practitioners. * * *

(2) Time for filing certificates. Any in-
dividual who desires to file a certificate pur-
suant to paragraph (1) must file such cer-
tificate on or before whichever of the follow-
ing dates Is later: (A) the due date of the
return (including any extension thereof)
for his second taxable year ending after
1954 for which he has net earnings from self-
employment (computed, in the case of an
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individual referred to in paragraph (1) (A),
without regard to subsection (c) (4), and, in
the case of an individual referred to in para-
graph (1) (B), without regard to subsection
(c)(5) insofar as it relates to the per-
formance of service by an individual in the
exercise of his profession as a Christian Sci-
ence practitioner) of $400 or more, any part
of which was derived from the performance
of service described in subsection (c)(4), or
from the performance of service described in
subsection (¢) (5) insofar as it relates to the
performance of service by an individual in
the exercise of his profession as a Christian
Science practitioner, as the case may be; or
(B) the due date of the return (including
any extension thereof) for his second taxable
year ending after 1959.

[Sec. 1402(e) (2) as added by sec. 201(c) (3),
Social Security Amendments 1954 (68 Stat.
1088); as amended by sec. 1, Act of Aug, 30,
1957 (Pub., Law 85-239, 71 Stat. 521); sec.
101(a), Social Security Amendments 1960 (74
Stat. 926) |

§ 1.1402(e) (2)-1 Time limitation for
filing waiver certificate,

(a) Generalrule. (1) Any individual
referred to in § 1.1402(e) (1)-1 who de-
sires to have the Federal old-age, sur-
vivors, and disability insurance system
established by title IT of the Social Se-
curity Act extended to his services must
file the waiver certificate (Form 2031)
prescribed by § 1.1402(e) (1)-1 on or be-
fore whichever of the following dates is
later:

(i) The due date of the income tax
return (see section 6072), including any
extension thereof (see section 6081), for
his second taxable year ending after
1959, or

(ii) The due date of the income tax
return, including any extension thereof,
for his second taxable year ending after
1954 for which he has net earnings from
self-employment (computed as pre-
seribed in paragraph (c¢) of this section)
of $400 or more, any part of which—

(a) In the case of a duly ordained,
commissioned, or licensed minister of a
church, consists of remuneration for
service performed in the exercise of his
ministry,

(b) In the case of a member of a reli-
gious order who has not taken a vow of
poverty as a member of such order, con-
sists of remuneration for service per-
formed in the exercise of duties required
by such order, or

(¢) In the case of a Christian Science
practitioner, consists of remuneration for
service performed in the exercise of his
profession as a Christian Science prac-
titioner.

(2) If a minister, a member of a reli-
gious order, or a Christian Science prac-
titioner derives gross income in a taxable
year both from service performed in such
capacity and from the conduct of an-
other trade or business, and the deduc-
tions r.llowed by chapter 1 of the Internal
Revenue Code which are attributable to
the gross income derived from service
performed in such capacity equal or ex-
ceed the gross income derived from serv-
ice performed in such capacity, no part
of the net earnings from self-employ-
ment (computed as prescribed in para-
graph (c¢) of this section) for the taxable
year shall be considered as derived from
service performed in such capacity.

(3) The application of the rules s
forth in subparagraphs (1) and (2) of
this paragraph may be illustrated by the
following examples:

Ezample (1). M was ordained as & minjs.
ter in May 1959. During each of the taxable
years 1959 and 1962, M, who makes his in.
come tax returns on a calendar year basls,
derives net earnings in excess of $400 from
his activitlies as a minister. M has nef eam-
ings of $350 for each of the taxable years
1960 and 1961, 8200 of which is derived from
service performed by him as a minister, If
M wishes to have the Federal old-age, sur.
vivors, and disability insurance system estab-
lished by title II of the Social Security Act
extended to his service as a minister, he must
file the walver certificate on or before the due
date of his income tax return for 1962, or any
extension thereof.

Ezample (2). M, who was ordained a min-
Ister in January 1962, is employed as a tool-
maker by the XYZ Corporation for the tax.
able years 1962 and 1963 and also engages in
activities as a minister on weekends. M
makes his income tax returns on the basls
of a calendar year. During each of the tax-
able years 1962 and 1963, M receives wages of
$4,800 from the X¥YZ Corporation and derives
$400 (all of which constitutes net earnings
from self-employment computed as pre-
scribed in paragraph (c) of this section)
from his activities as a minister. In such
case if M wishes to have the Federal old-age,
survivors, and disability Insurance system
established by title II of the Social Security
Act extended to his services as a minister, he
must file the walver certificate on or before
the due date of his income tax return for
1963, or any extension thereof. A waiver
certificate filed after such date will be in-
valid, It should be noted that although by
reason of section 1402(b)(1)(C) no part of
the $400 represents “self-employment in-
come,” nevertheless the entire $400 consti-
tutes “net earnings from self-employment”
for purposes of fulfilling the requirements of
section 1402(e) (2).

Ezample (3). M, who files his income tax
returns on a calendar year basis, was or-
dained as a minister in June 1961. During
1961 he receives $410 for services performed
in the exercise of his ministry. In addition
to his ministerial services, M is engaged dur-
ing the year 1961 in a mercantile venture
from which he derives net earnings from self-
employment in the amount of $1,000. The
expenses incurred by him in connection with
his ministerial services during 1961
which are allowable deductions under chap-
ter 1 of the Internal Revenue Code amount
to $410. During 1962 and 1963, M has net
earnings from self-employment in amounts
of $1,200 and $1,500, respectively, and some
part of each of these amounts is from the
exercise of his ministry. 'The deductions
allowed in each of the years 1962 and 1083
by chapter 1 which are attributable to the
gross income derived by M from the exercisé
of his ministry in each of such years, respec-
tively, do not equal or exceed such gros
income In such year. If M wishes to hate
the Federal old-age, survivors, and disability
insurance system established by title I C"‘
the Soclal Security Act extended to his ser¥~
ice as a minister, he must file a waiver e
tificate on or before the due date of Il
fncome tax return (including any extension
thereof) for 1963.

Ezample (4). M, a licensed minister who
makes his income tax returns on the bﬂs’?
of a calendar year, derived met earnings 0
$400 or more from the exercise of his minis-
try for two or more of the taxable year
1955 to 1961, inclusive. In such case, if M
wishes to have the Federal old-age, SU
vivors, and disability insurance system ‘l’:
tablished by title II of the Social Secur rY
Act extended to his services as & mxms‘t;:3 g
he must file the waiver certificate on of
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(ore the due date (April 16, 1962) prescribed
{r filing his income tax return for 1961, or
any extension thereof. A walver certificate
gied after such date will be Invalid.

(b) Effect of death. Except as pro-
| vided in section 1402(e) (5) and (6) and
111402(e) (5)-1 and 1.1402(e) (6)-1,
the right of an individual to file a waiver
wrtificate shall cease from his death.
Thus, except as provided in such sections,
{he surviving spouse, administrator, or
mecutor of a decedent shall not be per-
mitted to file a waiver certificate for
such decedent.

(¢) Computation of net earnings with-
out regerd to election. For the purpose
of this section net earnings from self-
employment shall be determined with-
out regard to the fact that, without an
slection under section 1402(e), the per-
formance of services by a duly ordained,
wmmissioned, or licensed minister of a
¢hurch in the exercise of his ministry, or
by a member of a religious order in the
wercise of duties required by such order,
or the performance of service by an in-
dividual in the exercise of his profession
s & Christian Science practitioner, does
not constitute a trade or business for
2p;xg;gses of the tax on self-employment

e.

§1L1402(e) (3) Statutory provisions;
definitions; ministers, members of
religious orders, and Christian
Science practitioners; effective date
of certificate.

Sec. 1402, Definitions, * * *

(e) Ministers, members of religious orders,
ond Christian Science practitioners. * * %

(3) (A) Effective date of certificate. A cer-
tificate filled pursuant to this subsection
thall be effective for the taxable year im-
mediately preceding the earliest taxable year
{or which, at the time the certificate is filed,
the period for filing a return (including any
extension thereof) has not expired, and for
all succeeding taxable years. An election
mide pursuant to this subsection shall be
Irrevocable,

(B) Notwithstanding the first sentence of
Sbparagraph (A), if an individual filed a
tertificate on or before the date of enactment
of this subparagraph which (but for this
fubparagraph) 1is effective only for the first
taxable year ending after 1956 and all suc-
teeding taxable years, such certificate shall
be effective for his first taxable year ending
gte.r 1955 and all succeeding taxable years

(1) Such individual files a supplemental
:mﬁcute after the date of enactment of
lgé;subpuragraph and on or before April 15,

ox(m The tax under section 1401 in respect
% all such individual's self-employment in-
m‘;le (éxcept for underpayments of tax at-
e ;wble to errors made in good faith) for
e 5t taxable year ending after 1955 is paid
nor before April 15, 1962, and
m;é“' In any case where refund has been
subpa . 0¥ such tax which (but for this
m“r-’ifff‘Dh) is an overpayment, the
ount refunded (including any interest

Pald under section 6611
I is repal e
*0re April 15, 1962, : T

;n“‘ Provisions of section 6401 shall not apply

0 any Payment or re
: 5 ayment describ
thig suhpamgrnph. 5 s

&f,;l“g"?(m (3) as added by sec. 201(c) (3),
1089): ccurity Amendments 1954 (68 Stat.
1057 (poy iended by sec. 1, Act of Aug. 30,
W1y, LD- Law 85-239, 71 Stat. 521); sec.

(74 Su{tgzogi)ﬂll Security Amendments 1960
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Secrion 101. [Social Security Amendments
of 1960]. * * *

(d) In the case of a certificate or supple-
mental certificate filed pursuant to section
1402(e) (3)(B) or (5) of the Internal Reve-
nue Code of 19564—

(1) For purposes of computing interest,
the due date for the payment of the tax
under section 1401 which is due for any
taxable year ending before 1959 solely by
reason of the filing of a certificate which is
effective under such section 1402(e) (3)(B)
or (5) shall be April 15, 1962;

(2) The statutory period for the assess-
ment of any tax for any such year which is
attributable to the filing of such certificate
shall not expire before the expiration of 3
years from such due date; and

(3) For purposes of sectlon 6651 of such
Code (relating to addition to tax for failure
to file tax return), the amount of tax re-
quired to be shown on the return shall not
include such tax under section 1401.

[Sec. 101(d), Social Securlty Amendments
1960 (74 Stat. 927)]

§ 1.1402(¢) (3)-1 Effective date of

waiver certificate,

(a) Filed before August 31, 1957—(1)
In general. A certificate on Form 2031
filed by an individual before August 31,
1957, in accordance with the provisions
of section 1402(e) in effect at the time
the certificate is filed, shall be effective
for the first taxable year with respect to
which it is filed, and all subsequent tax-
able years. In order for a certificate
filed by an individual before August 31,
1957, to be effective under section 1402
(e), the certificate must be made effec-
tive for either the first or second taxable
year ending after 1954 in which the indi-
vidual has net earnings from self-em-
ployment of $400 or more (determined as
provided in paragraph (c) of § 1.1402(e)
(2)-1) some part of which is derived
from service of the character with
respect to which an election may be
made. However, a certificate on Form
2031, filed before August 31, 1957, even
though filed within the time specified in
paragraph (a)(1)@d) of §1.1402(e)
(2)-1, may not be effective, except as
provided in subparagraph (2) of this
paragraph, for any taxable year with
respect to which the due date for filing
the individual's income tax return (in-
cluding any extension thereof) has ex-
pired at the time such certificate is filed.
Further, a certificate on Form 2031 may
not be effective for any taxable year end-
ing before 1955. In order for a certificate
filed before August 31, 1957, except for
the filing of a supplemental certificate,
to be effective for the first or second tax-
able year ending after 1954 in which the
individual has net earnings from self-
employment (determined as provided in
paragraph (¢) of § 1.1402(e) (2)-1) some
part of which is derived from service of
the character with respect to which an
election may be made, the certificate on
Form 2031 must be filed on or before the
due date for filing the income tax re-
turn of the individual for such first or
second taxable year, respectively, or any
extension thereof.

(2) Supplemental certificates—(i)
Filed before due date of 1958 return.
If under subparagraph (1) of this para-
graph the certificate is effective only for
the individual’s third or fourth taxable
year ending after 1954 and all succeeding
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taxable years, the individual may make
such a certificate effective for his first
taxable year ending after 1955 and all
succeeding taxable years by filing a sup-
plemental certificate on Form 2031. To
be valid the supplemental certificate
must be filed after August 30, 1957, and
on or before the due date of the return
(including any extension thereof) for his
second taxable year ending after 1956
and must be otherwise in accordance
with § 1.1402(e) (1)-1.

Example. M, who files his income tax re-
turns on a calendar year basis, was ordained
as a minister in 1956, and his net earnings
from service performed in the exercise of his
ministry during such year were $400 or more.
M had no net earnings from the exercise of
his ministry during 1957. On July 15, 1957,
M filed a walver certificate and Indicated
thereon that it was to become effective for
the taxable year 1958. At the time of filing,
the certificate was effective for 1958 and all
succeeding taxable years. Since the certifi-
cate was not filed on or before April 15, 1957
(the due date of M’s income tax return for
the taxable year 1956), and since there was
no extension of time for filing his 1956 in-
come tax return, the certificate was not, at
the time of filing, effective for the taxable
year 1056. M files a supplemental certificate
on April 15, 1958. By the filing of the sup-
plemental certificate, the certificate filed by
M on July 15, 1957, was made effective for
the year 1956 and all succeeding taxable
years.

(ii) Filed after September 13, 1960, and
on or bejore April 16, 1962. If under sub-
paragraph (1) of this paragraph the
certificate is effective only for the indi-
vidual's first taxable year ending after
1956 and all succeeding taxable years,
the individual may make such certificate
effective for his first taxable year ending
after 1955 and all succeeding taxable
years by—

(a) Filing a supplemental certificate
on Form 2031 after September 13, 1960,
and before April 17, 1962;

(b) Paying on or before April 16, 1962,
the tax under section 1401 in respect of
all the individual's self-employment in-
come (except for underpayments of tax
attributable to errors made in good
faith) for his first taxable year ending
after 1955; and

(c) By repaying on or before April 16,
1962, the amount of any refund (includ-
ing any interest paid under section 6611)
that has been made of any such tax
which (but for section 1402(e) (3) (B))
is an overpayment.

Any payment or repayment described in
section 1402(e) (3) (B) and in this sub-
paragraph shall not constitute an over-
payment within the meaning of section
6401 which relates to amounts treated
as overpayments, See section 6401 and
the regulations thereunder in Part 301
of this chapter (Regulations on Proce-
dure and Administration).

Ezample. M, who files his income tax
returns on a calendar year basis, was or-
dained as a minister in 1956, and his net
earnings from service performed in the exer-
cise of his ministry during each of the
years 1956 and 1957 were $400 or more. On
July 15, 1957, M filed a walver certificate
which became effective, at the time of filing,
for 1957 and all succeeding taxable years.
Since the certificate was not filed on or
before April 15, 1957 (the due date of M's
income tax return for the taxable year 1956),
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and since there was no extension of time for
filing his 1956 income tax return, “he cer-
tificate was not, at the time of filing, effec-
tive for the taxable year 1856. M files a
supplemental certificate on April 17, 1961.
If, in addition to the filing of the supple-
mental certificate, M pays on or before April
16, 1962, the self-employment tax in respect
of all his self-employment income (except
for underpayments of tax attributable to
errors made in good faith) for his taxable
year 1956, and repays, on or before April 16,
1862, the amount of any refund (Including
any Interest paid under section 6611) that
has been made of any such tax which (but
for section 1402(e)(3)(B)) is an overpay-
ment, the certificate filed by M on July 15,
1957, becomes effective for the year 1956 and
all succeeding taxable yesrs, .

(b) Filed after August 30, 1957, and
before the due date of the 1958 return.
A certificate on Form 2031 filed by an
individual after August 30, 1957, but on
or before the due date of the return
(including any extension thereof) for
his second taxable year ending after
1956, in accordance with the provisions
of section 1402(e) in effect at the time
the certificate is filed, shall be effective
for his first taxable year ending after
1955, and all subsequent taxable years.

(¢c) Filed after due date of 1958 return.
Except as otherwise provided in § 1.1402
(e) (5)-1, a certificate on Form 2031 filed
by an individual in accordance with the
provisions of §§1.1402(e)(1)-1 and
1,1402(e) (2)-1, inclusive, after the due
date of the return (including any exten-
sion thereof) for his second taxable year
ending after 1956 shall be effective for
the taxable year immediately preceding
the earliest taxable year for which, at
the time the certificate is filed, the period
for filing a return (including any ex-
tension thereof) has not expired, and for
all succeeding taxable years.

Ezample. M, a duly ordained minister of
& church, makes his income tax returns on
the basis of a calendar year. M has not
been granted an extension of time for filing
any return. On April 15, 1963, the due date
of his income tax return for 1962, M files
a walver certificate pursuant to § 1.1402(e)
(1)-1 and within the time limitation set
forth in § 1.1402(e) (2)-1. On April 15, 1963,
the year 1962 is the earliest taxable year for
which the period for filing & return has not
expired. Consequently, M's certificate is ef-
fective for 1961 and all succeeding taxable
years. M must report and pay any self-
employment tax due for 1061 and 1962.
(The tax, if any, for 1962 is due on April 15,
1963.) Inasmuch as the due date of the
tax for 1961 is April 16, 1962, M must pay
interest on any tax due for 1961. For pro-
visions relating to such interest, see § 301.
6601-1 of Part 301 of this chapter (Regula-
tions on Procedure and Administration).

(d) Election irrevocable. An election
which has become effective pursuant to
this section is irrevocable. A certificate
may not be withdrawn after June 30,
1961.

§ 1.1402(e) (4) Statutory provisions:
definitions; ministers, members of
religious orders, and Christian
Science practitioners; treatment of
cerlain remuneration paid in 1955
and 1956 as wages.

Sec. 1402, Definitions, * * »

(e) Ministers, members of religious orders,
and Christian Science practitioners, * ¢ *

(4) Treatment of certain remuneration
paid in 1955 and 1956 as wages. If—

RULES AND REGULATIONS

(A) In 1955 or 1956 an individual was paid
remuneration for service described in section
3121(b) (8) (A) which was erroneously treat-
ed by the organization employing him (un-
der a certificate filed by such organization
pursuant to section 3121(k) or the corre-
sponding section of prior law) as employ-
ment (within the meaning of chapter 21),
and

(B) On or before the date of the enact-
ment of this paragraph the taxes imposed
by sections 3101 and 3111 were pald (in good
faith and upon the assumption that the
insurance system established by title II of
the Social Security Act had been extended
to such service) with respect to any part of
the remuneration paid to such individual
for such service,

then the remuneration with respect to which
such taxes were paid, and with respect to
which no credit or refund of such taxes
(other than a credit or refund which would
be allowable if such service had constituted
employment) has been obtained on or before
the date of the enactment of this paragraph,
shall be deemed (for purposes of this chap-
ter and chapter 21) to constitute remunera-
tion pald for employment and not net earn-
ings from self-employment.

[Sec. 1402(e) (4) as added by sec. 2, Act of
Aug. 30, 1957 (Pub. Law 85-239, 71 Stat.
622) ]

§ 1.1402(e) (4)—1 Treatment of certain
remuneration paid in 1955 and 1956
as wages.

If in 1955 or 1956 an individual was
paid remuneration for service deseribed
in section 3121(b) (8) (A) which was er-
roneously treated by the organization
employing him (under a certificate filed
by such organization pursuant to section
3121(k) or the corresponding section of
prior law) as employment, within the
meaning of the Federal Insurance Con-
tributions Act (chapter 21 of the In-
ternal Revenue Code), and if on or be-
fore August 30, 1957, the taxes imposed
by sections 3101 and 3111 were paid (in
good faith and upon the assumption that
the insurance system established by title
II of the Social Security Act had been
extended to such service) with respect
to any part of the remuneration paid to
such individual for such service, then
the remuneration with respect to which
such taxes were paid, and with respect to
which no eredit or refund of such taxes
(other than a credit or refund which
would be allowable if such service had
constituted employment) has been ob-
tained either by the employer or the
employee on or before August 30, 1957,
shall be deemed, for purposes of the
Self-Employment Contributions Act of
1954 and the Federal Insurance Contri-
butions Act, to constitute remuneration
paid for employment and not net earn-
ings from self-employment. For regu-
lations relating to section 3121 (b) (8)
(A) and (k), see §§31.3121(b) (8)-1 and
31.3121 (k) -1 of Subpart B of Part 31 of
this chapter (Employment Tax Regula-
tions) .

§ 1.1402(e) (5) Statutory provisions;
definitions; ministers, members of
religious orders, and Christian
Science practitioners; optional pro-
vision for certain certificates filed on
or before April 15, 1962.

Skc. 1402, Definitions, * * ¢
(e) Ministers, members of religious or-
ders, and Christian Science practition-

ery. 2% .

(5) Optional provision for certain certig.
cates filed on or before April 15, 1962, In nhy
case where an individual has deriveq earn.
ings, in any taxable year ending after 105
and before 1960, from the performance of
service described in subsection (c)(4), o
in subsection (c)(5) (as in effect prior to
the enactment of this paragraph) insofy
as it related to the performance of serviee
by an individual in the exercise of his pro-
fesslon as a Christian Science practitioner,
and has reported such earnings as self.
employment income on a return filed on or
before the date of the enactment of this
paragraph and on or before the dus dats
prescribed for filing such return (Including
any extension thereof)—

(A) A certificate filed by such individu
(or a fiduciary acting for such individu
or his estate, or his survivor within the
meaning of section 205(c) (1) (C) of the 8-
cial Security Act) after the date of the
enactment of this paragraph and on or b
fore April 15, 1962, may be effective, at the
election of the person filing such certificats,
for the first taxable year ending after 19
and before 1960 for which such a retum
was filed, and for all succeeding taxable
years, rather than for the period prescribed
in paragraph (3), and

(B) A certificate filed by such individual
on or before the date of the enactment of
this paragraph which (but for this sub-
paragraph) is ineffective for the first tax-
able year ending after 1954 and before 1050
for which such a return was filed shall b
effective for such first taxable year, and for
all succeeding taxable years, provided s sup-
plemental certificate is filed by such indi-
vidual (or a fiduclary acting for such Indi-
vidual or his estate, or his survivor within
the meaning of section 205(c)(1)(C) of
the Social Security Act) after the date of
the enactment of this paragraph and on
or before April 15, 1962,

but only if—

(i) The tax under section 1401 in respect
of all such individual's self-employment in-
come (except for underpayments of X
attributable to errors made in good faith),
for each such year ending before 1060 i
the case of a certificate described in sub-
paragraph (A) or for each such year ending
before 1959 in the case of a certificate de-
scribed in subparagraph (B), Is paid onof
before April 15, 1962, and

(i) In any case where refund has beel
made of any such tax which (but for thi
paragraph) is an overpayment, the_amoﬂﬂ‘
refunded (including any-interest paid under
sectlon 6611) is repaid on or before Aptl
15, 1962.

The provisions of section 6401 shall not npp“g
to any payment or repayment described
this paragraph.

[Sec. 1402(e) (5) as added by sec. 1ouc"lv
Soclal Security Amendments 1960 (74 Sib
927) |

SecrioN 101. [Soclal Security Amendment
of 1960]. * * * i
(d) In the case of a certificate or supp 3
mental certificate filed pursuant to 590“”9.
1402(e) (3)(B) or (5) of the Internal ReV
nue Code of 1954— o
(1) For purposes of computing ‘““"W
the due date for the payment of the 3
under section 1401 which is due f0F -ab)‘
taxable year ending before 1959 wm?mc
reason of the filing of a certificate W )
is effective under such section 1402(e)
(B) or (5) shall be April 15, 1962; e
(2) The statutory period for the “‘_’SM._
ment of any tax for any such year whic ath
attributable to the filing of such certmt‘f
shall not expire hefore the expiration o
years from such due date; and ¢ such
(8) For purposes of section 6651 Or ;’mm
Code (relating to addition to tax for 175
to file tax return), the amount of &

— S =Y
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uired to pe shown on the return shall not
ude such tax under section 1401.

|Bec. 101(d), Soclial Security Amendments

1960 (74 Stat. 927) ]

§1.1402(e) (5)-1 Optional provision
for certain certificates filed before
April 15, 1962.

(a) Certificates. (1) The optional
vision contained in section 1402(e) (5)
{A) may be applied fo a certificate on
m 2031 filed within the period Sep-
tember 14, 1960, to April 16, 1962, inclu-
gve, in the case of a duly ordained,
wmmissioned, or licensed minister of a
chureh, & member of a religious order
(other than a member of a religious
oder who has taken a vow of poverty
s & member of such order), or a Chris-
tian Science practitioner, who has de-
nved net earnings, in any taxable year
ending after 1954 and before 1960, from
the performance of service in the exer-
tise of his ministry, in the exercise of
duties required by his religious order,
or in the exercise of his profession as a
Christian Science practitioner, respec-
tively, and who has reported such earn-
ings as self-employment income on a
return filed before September 14, 1960,
md on or before the date preseribed
for filing such return (including any ex-
tension thereof). The certificate may
be filed by such minister, member of a
rligious order, or Christian Science
practitioner or by a fiduciary acting for
such individual or his estate, or by his
survivor within the meaning of section
5(e) (1) (C) of the Social Security Act,
and it must be filed after September
13,1960, and on or before April 16, 1962.
Subject to the conditions stated in sub-
paragraph (2) of this paragraph, such
tertificate may be effective at the elec-
tion of the person filing it, for the first
le year ending after 1954 and be-
fore 1960 for which a return, as deseribed
In the first sentence of this subpara-
traph, was filed, and for all succeeding
laxable years, rather than for the period
breseribed  in § 1.1402(e) (3)-1. ‘The
tiection for retroactive application of the
tertificate may be made by indicating
?ﬂ the certificate the first taxable year
O which it is to be effective and that
fuch year is the first taxable year end-
g after 1954 and before 1960 for which
, ¢ minister, member of a religious order,
r Christian Science practitioner filed an
o me tax refurn on which he reported
. ! earnings for such year from the
dxi;msc of his ministry, the exercise of
0;‘ 1es required by his religious order,
the exercise of his profession as a
Caselman Science practitioner, as the
uonsmf{y be, and by fulfilling the condi-
thie o eScribed in subparagraph (2) of
‘(SQP&ragraph.
! A certificate to which subpara-
gmsg (1) of this paragraph relates may
: taecm'e for a taxable year prior to
. eaxa_ble year immediately preceding
iy 1nr1h88t taxable year for which, at
riod lore fg!e certificate is filed, the pe-
extensi ing a return (including any
the ‘?“ thereof) has not expired, only
M Tgllowing conditions are met:
e bee tax under section 1401 is paid
of all W’Ol'e April 16, 1962, in respect
or not dejemployment income (whether
Tived from the performance of
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service by the individual in the exercise
of his ministry, in the exercise of duties
required by his religious order, or in the
exercise of his profession as a Christian
Science practitioner, as the case may be)
for the first taxable year ending after
1954 and before 1960 for which such in-
dividual has fled a return, as described
in subparagraph (1) of this paragraph,
and for each succeeding taxable year
ending before 1960; and

(ii) In any case where refund has
been made of any such tax which (but
for section 1402(e) (5)) is an overpay-
ment, the amount refunded (including
any interest paid under section 6611) is
repaid on or before April 16, 1962. For
regulations under section 6611 (relating
to interest on overpayments), see § 301.-
6611-1 of Part 301 of this chapter (Reg-
ulations on Procedure and Administra-
tion).

(b) Supplemental -certificates. (1)
Subject to the conditions stated in sub-
paragraph (2) of this paragraph, a cer-
tificate on Form 2031 filed on or before
September 13, 1960, by a minister, mem-
ber of a religious order, or a Christian
Science practitioner described in para-
graph (a) (1) of this section and which
(but for section 1402(e) (5)(B)) is in-
effective for the first taxable year end-
ing after 1954 and before 1959 for which
suzh a return as described in paragraph
(a) (1) of this section was filed by such
individual, shall be effective for such
first taxable year and for all succeeding
taxable years, provided a supplemental
certificate is filed by such individual or
by a fiduciary acting for him or his
estate, or by his survivor (within the
meaning of section 205(e) (1) (C) of the
Social Security Act), after September
13, 1960 and on or hefore April 16, 1962.

(2) The filing of a supplemental cer-
tificate pursuant to subparagraph (1)
of this paragraph will give retroactive
effect to a certificate to which such sub-
paragraph applies only if the following
conditions are met:

(i) The tax under section 1401 is paid
on or before April 16, 1962, in respect of
all self-employment income (whether or
not attributable to earnings as a min-
ister, member of a religious order, or
Christian Science practitioner) for the
first taxable year for which the certifi-
cate is retroactively effective and for
ea%h subsequent year ending before 1959;
an

(ii) In any case where refund has
been made of any such tax which (but
for section 1402(d) (5)) is an overpay-
ment, the amount refunded (including
any interest paid under section 6611) is
repaid on or before April 16, 1962.

(¢) Underpayment of tax. For pur-
poses of this section, any underpayment
of the tax which is attributable to an
error made in good faith will not invali-
date an election which is otherwise
valid.

(d) Nonapplicability of section 6401.
Any payment or repayment described in
paragraph (a) (2) or paragraph (b)(2)
of this section shall not constitute an
overpayment within the meaning of sec-
tion 6401 which relates to amounts
treated as overpayments. For the pro-
visions of section 6401 and the regula-
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tions thereunder, see §§ 301.6401 and
301.6401-1 of Part 301 of this chapter
(Regulations on Procedure and Admin-
istration).

§ 1.1402(e) (6) Statutory provisions;
definitions; ministers, members of
religious orders, and Christian
Science practitioners; certificate filed
by fiduciary or survivor on or before

April 15, 1962.

Sec. 1402. Definitions. * * *

(e) Ministers, members of religious or-
ders, and Christian Science practition-
ers. ..

(8) Certificate filed by fiduciaries or sur-
vivors on or bejfore April 15, 1962. In any
case where an individual, whose death has
occurred after September 12, 1960, and be-
fore April 16, 1962, derived earnings from
the performance of services described in sub-
section (c¢) (4), or in subsection (c¢) (5) inso-
far as it relates to the performance of service
by an individual in the exercise of his pro-
fession as a Christian Science practitioner,
a certificate may be filed after the date of
enactment of this paragraph, and on %r
before April 15, 1962, by a fiduciary acting
for such individual’s estate or by such Indi-
vidual's survivor within the meaning of sec-
tion 205(c) (1) (C) of the Social Securlty Act,
Such certificate shall be effective for the
period prescribed in paragraph (3) (A) as if
filed by the individual on the day of his
death.

[Sec. 1402(e) (6) as added by sec. 202(a), So-
clal Security Amendments 1961 (75 Stat.
141) ]

§ 1.1402(e) (6)-1 Certificates filed by
duciaries or survivors on or before

April 15, 1962.

In any case in which an individual
whose death has occurred after Septem-
ber 12, 1960, and before April 16, 1962,
derived earnings from the performance
of services as a duly ordained, commis~
sioned, or licensed minister of a church
in the exercise of his ministry, as a
member of a religious order (other than
a member of a religious order who has
taken a vow of poverty as a member of
such order) in the exercise of duties re-
quired by such order, or in the exercise
of his profession as a Christian Science
practitioner, a waiver certificate on Form
2031 may be filed after June 30, 1961 (the
date of enactment of the Social Security
Amendments of 1961), and on or before
April 186, 1962, by a fiduciary acting for
such individual's estate or by such in-
dividual’s survivor within the meaning
of section 205(c¢) (1) (C) of the Social
Security Act. Such certificates shall be
effective for the period prescribed in
section 1402(e) (3) (A) (see § 1.1402(e)
(3)-1(e¢)) as if filed by the individual on
the date of his death.

§ 1.1402(f) Statutory provisions; defi-
nitions ; partner’s taxable year ending
as the result of death.

Sgc. 1402. Definitions. * * *

(f) Partner’s tazable year ending as the
result of death. In computing a partner’'s
net earnings from self-employment for his
taxable year which ends as a result of his
death (but only if such taxable year ends
within, and not with, the taxable year of
the partnership), there shall be included so
much of the deceased partner's distributive
share of the partnership’s ordinary income or
loss for the partnership taxable year as is
not attributable to an Interest in the partner-
ship during any period beginning on or after
the first day of the first calendar month fol-
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lowing the month in which such partner
died. For purposes of this subsection—

(1) In determining the portion of the
distributive share which is attributable to
any period specified in the preceding sen-
tence, the ordinary income or loss of the
partnership shall be treated as having been
realized or sustained ratably over the part-
nership taxable year; and

(2) The term “deceased partner's distribu-
tive share” includes the share of his estate
or of any other person succeeding, by reason
of his death, to rights with respect to his
partnership interest.

[Sec. 1402(f) as added by sec. 403(a), Social
Security Amendments 1858 (72 Stat. 1043) |

Sec. 403. [Social fecurity Amendments of
1958], * * =

(b) Effective dates. (1) Except as pro-
vided in paragraph (2), the amendment made
by subsection (a) shall apply only with
respect to individuals who die after the date
of the enactment of this Act.

(2) In the case of an individual who died
after 1955 and on or before the date of the
enactment of this Act, the amendment made
by subsection (a) shall apply only if—

(A) Before January 1, 1960, there is filed
a return (or amended return) of the tax im-
posed by chapter £ of the Internal Revenue
Code of 1854 for the taxable year ending as
a result of his death, and

(B) In any case where the return is filed
solely for the purpose of reporting net earn-
ings from self-employment resulting from
the amendment made by subsection (a), the
return is accompanied by the amount of tax
attributable to such net earnings.

In any case described in the preceding sen-
tence, no interest or penalty shall be assessed
or collected on the amount of any tax due
under chapter 2 of such Code solely by rea-
son of the operation of section 1402(f) of
such Code.

[Sec. 403(b), Social Security Amendments
1958 (72 Stat. 1044) |

§ 1.1402(f)~1 Computation of partner’s
net earnings from self-employment
for taxable year which ends as result
of his death,

(a) Taxable years ending after August
28, 1958—(1) In general. The rules for
the computation of a partner’s net earn-
ings from self-employment are set forth
in paragraphs (d) to (g), inclusive, of
§ 1.1402(a)-2. In addition to the net
earnings from self-employment com-
puted under such rules for the last tax-
able year of a deceased partner, if a
partner's taxable year ends after Au-
gust 28, 1958, solely because of death, and
on a day other than the last day of the
partnership’s taxable year, the deceased
partner’s net earnings from self-employ-
ment for such year shall also include so
much of the deceased partner’s distribu-
tive share of partnership ordinary in-
come or loss (see subparagraph (3) of
this paragraph) for the taxable year of
the partnership in which his death oc-
curs as is attributable to an interest in
the partnership prior to the month fol-
lowing the month of his death,

(2) Computation. (i) The deceased
partner’s distributive share of partner-
ship ordinary income or loss for the
partnership taxable year in which he
died shall be determined by applying
the rules contained in paragraphs (d) to
(g), inclusive, of § 1.1402(a)-2, except
that paragraph (e) shall not apply.

(i) The portion of such distributive
share to be included under this section
in the deceased partner’s net earnings
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from self-employment for his last tax-
able year shall be determined by treat-
ing the ordinary income or loss consti-
tuting such distributive share as having
been realized or sustained ratably over
the period of the partnership taxable
year during which the deceased partner
had an interest in the partnership and
during which his estate, or any other
person succeeding by reason of his
death to rights with respect to his part-
nership interest, held such interest in
the partnership or held a right with
respect to such interest. The amount to
be included under this section in the
deceased partner’s net earnings from
self-employment for his last taxable
year will, therefore, be determined by
multiplying the deceased partner's dis-
tributive share of partnership ordinary
income or loss for the partnership tax-
able year in which he died, as determined
under subdivision (i) of this subpara-
graph, by a fraction, the denominator of
which is the number of calendar months
in the partnership taxable year over
which the ordinary income or loss con-
stituting the deceased partner’s distribu-
tive share of partnership income or loss
for such year is treated as having been
realized or sustained under the preced-
ing sentence and the numerator of which
is the number of calendar months in such
partnership taxable year that precede
the month following the month of his
death.

(3) Definition of “deceased partner's
distributlive share”. For the purpose of
this section, the term “deceased part-
ner's distributive share” includes the
distributive share of his estate or of any
other person succeeding, by reason of
his death, to rights with respect to his
partnership interest. It does not include
any share attributable to a partnership
interest '‘which was not held by the de-
ceased partner at the time of his death.
Thus, if a deceased partner’s estate
should acquire an interest in a partner-
ship additional to the interest to which
it succeeded upon the death of the de-
ceased partner, the amount of the dis-
tributive share attributable to such
additional interest acquired by the es-
tate would not be included in computing
the “deceased partner's distributive
share” of the partnership’s ordinary in-
come or loss for the partnership taxable
year.

(4) Examples. The application of
this paragraph may be illustrated by
the following examples:

Ezample (1). B, an individual who files
his income tax returns on the calendar year
basis, is a member of the ABC partnership,
the taxable year of which ends on June 30.
B dies on October 17, 1958, and his estate suc-
ceeds to his partnership interest and con-
tinues as a partner in its own right under
local law until June 30, 1959. B’s distribu-
tive share of the partnership's ordinary in-
come, as determined under paragraphs (d)
to (g), inclusive, of § 1.1402(a)-2, for the
taxable year of the partnership ended June
30, 1958 is $2,400. His distributive share, in-
cluding the share of his estate, of such part-
nership's ordinary income, as determined un-
der paragraphs (d) to (g), inclusive, of
§ 1.1402(a)-2 (with the exception of para-
graph (e)), for the taxable year of the part-
nership ended June 30, 1959 is $4,500. The
portion of such $4,500 attributable to an in-

terest in the partnership prior to the montl
following the month in which he dieg i
$4,600 X %2 (4 being the number of monthy
in the partnership taxable year in which 3
died which precede the month following y,
month of his death and 12 being the numkg
of months in such partnership taxable vear
in which B and his estate had an interest
the partnership) or $1,500. The amouni %
be Included in the deceased partners pe
earnings from self-employment for hig last
taxable year is $3,900 (82,400 plus $1,500),
Ezample (2). If in the preceding exampl
B’s estate is entitled to only $1,000, th
amount of B's distributive share of partne.
ship ordinary income for the period July |,
1958 through October 17, 1958, such 8100
is considered to have been realized ratably
over the period preceding B's death and wi
be included in B’s net earnings from sl
employment for his last taxable year
Ezample (3). X, who reports his incoms
on a calendar year basis, is a member of 3
partnership which also reports its income on
a calendar year basis. X dies on June 3,
1959, and his estate succeeds to his partne-
ship interest and continues as a partner in
its own right under local law. On Septem.
ber 15, 1959, X's estate sells the partnership
interest to which it succeeded on the dests
of X. X's distributive share of partnership
income for 1959 is $5,600. #600 of such
amount is X's share of the gain from the sile
of a capital asset which occurs on May I,
1959, and $400 of such amount is the estate’s
share of the gain from the sale of a capitsl
asset which occurs on July 15, 1050, The
remainder of such amount is income from
services rendered. X's distributive share of
partnership ordinary income for 1959, as de-
termined under paragraphs (d) to (g), in-
clusive, of § 1.1402(a)-2 (with the exception
of paragraph (e)), is $4,500 (85,500 minus
$1,000). The portion of suck share attribui-
able to an interest In the partnership prie
to the month following the month of hi
death is $4,500X6/8.5 (6 being the numbe
of months in the partnership taxable yearit
which X died as precede the month follow-
ing the month of his death and 8.5 being the
number of months in such partnership fa-
able year in which X and his estate had a2
interest in the partnership) or #3,17647.

(b) Options available to farmers—(1)
Special rule. In determining whether
the optional method available o a memn-
ber of a farm partnership in computing
his net earnings from self-employment
may be applied, and in applying such
method, it is necessary to determine tbe
partner’s distributive share of partner-
ship gross income and the partner’s dis
tributive share of income described it
section 702(a) (9). See section 1402()
and § 1.1402(a)-15. If section 1402(0)
and this section apply, or may be mﬂdi
applicable under section 403(b)(2) 0s
the Social Security Amendments of 19
and paragraph (c¢) of this section, fof
the last taxable year of a deceased part:
ner, such partner's distributive share 3)
income described in section 702(a)!
for his last taxable year shall be dCW’l
mined by including therein any amou?,
which is included under section 1402*m
and this section in his net earnings ff°r
self-employment for such taxable ¥e4©
Such a partner's distributive sh_are[_
partnership gross income for his § ;;
taxable year shall be determined by
cluding therein so much of the dece p
partner’s distributive share (see paer.
graph (a) (3) of this section) of Pﬁft"}on
ship gross income, as defined in se/'ll
1402(a) and paragraph (b) of § 1 v
(a)-15, for the partnership taxable ¥

e
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which he died as is attributable to
interest in the partnership prior to
¢ month following the month of his
eath. Such allocation shall be made in
¢ same manner as is prescribed in
graph (a) (2) of this section for de-
mining the portion of & deceased part-
r's distributive share of partnership
rdinary income or loss to be included
der section 1402(f) and this section in
is net earnings from self-employment
or his 1ast taxable year.
@) Examples. The principles set
forth in this paragraph may be illus-
wated by the following examples:

frample (1). X, an individual who files
s income tax returns on a calendar year
hsls, Is & member of the X¥Z farm partner-
sip, the taxable year of which ends on
March 31. X dies on May 31, 1959, and his
wate succeeds to his partnership Interest
und continues as a partner in its own right
under local law until March 31, 1960. X's
dstributive share of the partnership's ordi-
ry income, determined under paragraphs
(@) to (g), inclusive, of § 1.1402(a)-2, for
the taxable year of the partnership ended
March 81, 1959, is $1,200. His distributive
share, including the share of his estate, of
mech partnership’s ordinary loss as deter-
mined under paragraphs (d) to (g), inclu-
sive, of § 1.1402(a)-2 (with the exception of
piragraph (e)), for the taxable year of the
purtnership ended March 31, 1960, is $600.
The portion of such $600 attributable to an
interest in the partnership prior to the
month following the month in which he
dled is $600%<2%{a (2 being the number of
months in the partnership taxable year In
which X died which precede the month fol-
lowing the month of his death and 12 being
the number of months in such partnership
faxable year in which X and his estate had an
interest In the partnership) or $100. X is
uls0 a member of the ABX farm partnership,
the taxable year of which ends on May 31.
His distributive share of the partnership loss
described in section 702(a) (9) for the part-
lesship taxable year ending May 381, 1959,
s $200. Section 1402(f) and this section
4o not apply with respect to such $200 since
X' last taxable year ends, as a result of his
death, with the taxable year of the ABX
partnership. Under this paragraph the $100
lss must be included in determining X's
distributive share of XYZ partnership income
described in section 702(a)(9) for the pur-
Pose of applying the optional method avail-
sble to farmers for computing net earnings
from self-employment. Further, the result-
Ing $1,100 of.income must be aggregated,
2\;r§uam to paragraph (¢) of § 1.1402(a)-15,
ABt the $200 loss, X's distributive share of

X partnership loss described in section

(8) (9), for purposes of applying such
%tion. The representative of X's estate may
exm:l_se the option described in paragraph
[)(2) (1) of §1.1402(a)-15, provided the
Portlon of X's distributive share of XYZ
r::“;" ship gross'income for the taxable year
hn: March 31, 1960, attributable to an
mon’tegt in the partnership prior to the
died following the month in which he
s (the allocation being made in the man-
tril Preseribed for allocating his $600 dis-
mc};m:“(j share of XYZ partnership loss for
trib H_‘~Lr). when aggregated with his dis-
com““‘c share of XYZ partnership gross in-
arghmr the partnership taxable year ended
e ;H, 1959, and’with his distributive
the poor BX partnership gross income for
959‘ Arinership taxable year ended May 31,
% g{-oresmm in X having more than $1,800
of fa l_frfi{lncome from the trade or business
gross {n ng. If such aggregate amount of
option st'?ﬁb‘& r:ot more than $1,800, the

Il parai

=1‘1§02(3)~‘5, is avsﬁl;bi?ph b
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Ezample (2). A, a sole proprietor engaged
in the business of farming, files his income
tax returns on a calendar year basis. A is
also a member of a partnership engaged in an
agricultural activity. The partnership files
its returns on the basis of a fiscal year ending
March 31. A dies June 20, 1959. A’s gross
income from farming as a sole proprietor for
the six-month period comprising his taxable
year which ends because of death is $1,200
and his actual net earnings from self-em-
ployment based thereon is $300. As of March
31, 1959, A's distributive share of the gross
income of the farm partnership is $2,000 and
his aistributive share of income described
in section 702(a) (9) based thereon is $900.
The amount of A’s distributive share of the
partnership’s ordinary income for its taxable
year ended March 31, 1960, which may be
included In his net earnings from self-em-
ployment under section 1402(f) and para-
graph (a) of this section is $200. The
amount of the deceased partner's distribu-
tive share of partnership gross income at-
tributable to an interest in the partnership
prior to the month following the month of
his death as is determined, pursuant to sub-
paragraph (1) of this paragraph, under para-
graph (a) of this section is $1,800. An ag-
gregation of the above figures produces a
gross income from farming of $5,000 and
actual net earnings from self-employment of
$1,400. Under these circumstances none of
the options provided by section 1402(a) may
be used. If the actual net earnings from
self-employment had been less than $1,200,
the option described in paragraph (a) (2) (1)
of §1.1402(a)-15 would have been avallable.

(¢c) Tazable years ending after 1955
and on or before August 28, 1958—(1)
Requirement of election. If a partner's
taxable year ended, as a result of his
death, after 1955 and on or before Au-
gust 28, 1958, the rules set forth in para-
graph (a) of this section may be made
applicable in computing the deceased
partner’s net earnings from self-employ-
ment for his last taxable year provided
that—

(i) Before January 1, 1960, there is
filed, by the person designated in section
6012(b) (1) and paragraph (b)(1) of
§ 1.6012-3, a return (or amended refurn)
of the tax imposed by chapter 2 for the
taxable year ending as a result of death,
and

(ii) Such return, if filed solely for the
purpose of reporting net earnings from
self-employment resulting from the en-
actment of section 1402(f), is accom-
panied by the amount of tax attributable
to such net earnings.

(2) Administrative rule of special ap-
plication. Notwithstanding the provi-
sions of sections 6601, 6651, and 6653 (see
such sections and the regulations there-
under) no interest or penalty shall be as-
sessed or collected on the amount of any
self-employment tax due solely by reason
of the operation of section 1402(f) in the
case of an individual who died after 1955
and before August 29, 1958.

§ 1.1402(g) Statutory provisions; defi-
nitions; treatment of certain re-
muneration erroneously reported as
net earnings from self-employment.

Sec. 1402. Definitions. * * *

(g) Treatment of certain remuneration er-
roneously reported as net earnings from self-
employment. If———

(1) An amount is erroneously pald as tax
under section 1401, for any taxable year end-
ing after 1954 and before 1962, with respect
to remuneration for service described in sec-
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tion 3121(b) (8) (other than service described
in section 3121(b) (8)(A)), and such remu-~
neration is reported as self-employment in-
come on a return filed on or before the due
date prescribed for filing such return (in-
cluding any extension thereof),

(2) The individual who pald such amount
(or a fiduciary acting for such individual or
his estate, or his survivor (within the mean-
ing of section 205(c¢)(1)(C) of the Soclal
Security Act)) requests that such remuner-
ation be deemed to constitute net earnings
from self-employment,

(3) Such request is filed after the date of
the enactment of this paragraph and on or
before April 15, 1962,

(4) Such remuneration was pald to such
individual for services performed in the em-
ploy of an organization which, on or before
the date on which such request is filed, has
filed a certificate pursuant to section 3121 (k),
and

(5) No credit or refund of any portion of
the amount erroneously paid for such taxable
year as tax under section 1401 (other than a
credit or refund which would be allowable if
such tax were applicable with respect to such
remuneration) has been obtained before the
date on which such request is filed or, If
obtained, the amount credited or refunded
(including any interest under section 6611)
is repald on or before such date,
then, for purposes of this chapter and chap-
ter 21, any amount of such remuneration
which is paid to such individual before the
calendar guarter in which such request is
filed (or before the succeeding quarter if such
certificate first becomes effective with respect
to services performed by such individual In
such succeeding quarter), and with respect
to which no tax (other than an amount er-
roneously paid as tax) has been paid under
chapter 21, shall be deemed to constitute net
earnings from self-employment and not re-
muneration for employment. For purposes
of section 8121(b) (8) (B) (1i) and (iii), if the
certificate filed by such organization pur-
suant to section 3121(k) is not effective with
respect to services performed by such individ-
ual on or before the first day of the calendar
qguarter in which the request is filed, such
individual shall be deemed to have become
an employee of such organization (or to have
become a member of a group deseribed in sec-
tion 3121(k) (1) (B)) on the first day of the
succeeding quarter.

[Sec. 1402(g), as added by sec. 105(¢)(1),
Social Security Amendments 1960 (74 Stat.
944) |

§ 1.1402(g)~1 Treatment of certain re- -
muneration erroneously reported as
net earnings from self-employment.

(a) General rule. If an amount is
erroneously paid as self-employment tax,
for any taxable year ending after 1954
and before 1962, with respect to remu-
neration for service (other than service
desecribed in section 3121(b) (8) (A) ) per-
formed in the employ of an organiza-
tion described in section 501(c¢) (3) and
exempt from income tax under section
501(a), and if such remuneration is re-
ported as self-employment income on a
return filed on or before the due date
prescribed for filing such return (in-
cluding any extension thereof), the
individual who paid such amount (or a
fiduciary acting for such individual or
his estate, or his survivor (within the
meaning of section 205(e) (1) (C) of the
Social Security Act)), may request that
such remuneration be deemed to consti--
tute net earnings from self-employment.
If such request is filed during the period
September 14, 1960, to April 16, 1962,
inclusive, and on or after the date on




12816

which the organization which paid such
remuneration to such individual for
services performed in its employ has
filed, pursuant to section 3121(k), a cer-
tificate waiving exemption from taxes
under the Federal Insurance Conftribu-
tions Act, and if no credit or refund
of any portion of the amount erroneously
paid for such taxable year as self-
employment tax (other than a credit or
refund which would be allowable if such
tax were applicable with respect to such
remuneration) has been obtained before
the date on which such request is filed
or, if obtained, the amount credited or
refunded (including any interest under
section 6611) is repaid on or before such
date, then, for purposes of the Self-
Employment Contributions Act of 1954
and the Federal Insurance Contribu-
tions Act, any amount of such remunera-
tion which is paid to such individual
before the calendar quarter in which
such request is filed (or before the suc-
ceeding quarter if such certificate first
becomes effective with respect to serv-
ices performed by such individual in
such succeeding quarter) and with re-
spect to which no tax (other than an
amount erroneously paid as tax) has
been paid under the Federal Insurance
Contributions Act, shall be deemed to
constitute net earnings from self-
employment and not remuneration for
employment, If the certificate filed by
such organization pursuant to section
3121(k) is not effective with respect to
services performed by such individual
on or before the first day of the calen-
dar quarter in which the request is filed,
then, for purposes of section 3121(b) (8)
(B) (i) and (iii), such individual shall
be deemed to have become an employee
of such organization (or to have become
a member of a group, described in sec-
tion 3121 (k) (1) (E), of employees of such
organization) on the first day of the
succeeding quarter.

(b) Request for validation. (1) No
particular form is prescribed for making
a request under paragraph (a) of this
section, The request should be in
writing, should be signed and dated by
the person making the request, and
should indicate clearly that it is a re-
quest that, pursuant to section 1402(g)
of the Code, remuneration for service
deseribed in section 3121(b) (8) (other
than service described in section 3121
(b) (8) (A)) erroneously reported as self-
employment income for one or more
specified years be deemed to constitute
net earnings from self-employment and
not remuneration for employment. In
addition, the following information shall
be shown in connection with the request:

(i) The name, address, and social se-
curity account number of the individual
with respect to whose remuneration the
request is made.

(ii) The taxable year or years (ending
after 1954 and before 1962) to which the
request relates.

(iii) A statement that the remunera-
tion was erroneously reported as self-
employment income on the individual's
return for each year specified and that
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the return was filed on or before its due
date (including any extension thereof).

(iv) Location of the office of the dis-
trict director with whom each return was
filed.

(v) A statement that no portion of the
amount erroneously paid by the individ-
ual as self-employment tax with respect
to the remuneration has been credited or
refunded (other than a credit or refund
which would have been allowable if the
tax had been applicable with respect to
the remuneration) ; or, if a credit or re-
fund of any portion of such amount has
been obtained, a statement identifying
the credit or refund and showing how
and when the amount credited or re-
funded, together with any interest re-
ceived in connection therewith, was
repaid.

(vi) The name and address of the or-
ganization which paid the remuneration
to the individual.

(vii) The date on which the organi-
zation filed a waiver certificate on Form
S58-15, and the location of the office of
the district director with whom it was
filed.

(viii) The date on which the certificate
became effective with respect to services
performed by the individual.

(ix) If the request is made by a per-
son other than the individual to whom
the remuneration was paid, the name
and address of that person and evidence
which shows the authority of such per-
son to make the request.

(2) The request should be filed with
the district director of internal revenue
with whom the latest of the returns
specified in the request pursuant to sub-
paragraph (1) (iii) of this paragraph
was filed.

(e) Cross references. For regula~
tions relating to section 3121(b) (8) and
(k), see §§ 31.3121(b) (8)-2 and 31.3121
(k)-1 of Subpart B of Part 31 of this
chapter (Employment Tax Regulations) .
For regulations relating to exemption
from income tax of an organization de-
seribed in section 501(e) (3), see § 1.501
(e) (3)-1.

§ 1.1403 Statutory provisions;
laneous provisions.

Sec. 1403, Miscellaneous provisions—(a)
Title of chapter. This chapter may be cited
as the “Self-Employment Contributions Act
of 1954".

(b) Cross references. (1) For provisions
relating to returns, see section 6017.

(2) For provisions relating to collection
of taxes in Virgin Islands, Guam, American
Samoa, and Puerto Rico, see section 7651.

[Sec. 1403 as amended by sec. 108(m), So-
cilal Security Amendments 1960 (74 Stat.
938) |

§ 1.1403-1 Cross references.

For provisions relating to the require-
ment for filing returns with respect to
net earnings from self-employment, see
§ 1.6017-1. For other administrative
provisions relating to the tax on self-em-
ployment income, see the applicable sec-
tions of the regulations in this part
(§ 1.6001-1 et seq.) and the applicable
sections of the regulations in Part 301 of
this chapter (Regulations on Procedure
and Administration).

miscel-

Par. 2. Section 1.6017-1 is amended by
revising paragraphs (a) and (c) to read
as follows:

§ 1.6017-1

turns,

Self-employment  tax o

(a) In general. (1) Every individua
other than a nonresident alien, having
net earnings from self-employment, g
defined in section 1402, of $400 or mor
for the taxable year shall make g re.
turn of such earnings. For purposes of
this section, an individual who is g resi-
dent of the Virgin Islands, Puerto Rig,
or (for any taxeble year beginning after
1960) Guam or American Samoa is not
to be considered a nonresident alien in-
dividual. See paragraph (d) of §1.140
(b)-1. A return is required under this
section if an individual has self-employ-
ment income, as defined in section
1402(b), even though he may not be re-
quired to make a return under section
6012 for purposes of the tax imposed by
section 1 or 3. Provisions applicable to
returns under section 6012(a) shall be
applicable to returns under this section,

(2) Except as otherwise provided in
this subparagraph, the return required
by this section chall be made on Form
1040. The form to be used by residents
of the Virgin Islands, Guam, or Ameri-
can Samoa is Form 1040SS. In the case
of a resident of Puerto Rico who is not
required to make a return of income un-
der section 6012(a), the form to be used
is Form 1040SS, except that Form
1040PR shall be used if it is furnished
by the Internal Revenue Service fo such
resident for use in lieu of Form 104085
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(¢) Social security account numbers.
(1) Every individual making a return of
net earnings from self-employment for
any period commencing before January
1, 1962, is required to show thereon his
social security account number, or, if he
has no such account number, to make
application therefor on Form SS-5 be-
fore filing such return. However, the
failure to apply for or receive a socil
security account number will nof excuse
the individual from the requirement
that he file such return on or before the
due date thereof. Form SS-5 may be
obtained from any district office of the
Social Security Administration or from
any district direetor. The application
shall be filed with a district office of the
Social Security Administration or, in the
case of an individual not in the United
States, with the district office of the
Social Security Administration at Balti-
more, Maryland. An individual who b
previously secured a social security 8¢
count number as an employee shall s
that account number on his refuri of
net earnings from self-employment.

(2) For provisions applicable to th
securing of identifying numbers and th
reporting thereof on returns and sch
ules for periods commencing after D&
cember 31, 1961, see § 1.6109-1.

" PAR. 3 Section 1.107-1 is amendedgls'
revising paragraph (a) to read
follows:

oy
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§.107-1 Rental value of parsonages.

(a) In the case of a minister of the
gospel, gross income does not include
(1) the rental value of a home, including
uilities, furnished to him as a part of
nis compensation, or (2) the rental al-
lowance paid to him as part of his com~
pensation to the extent such allowance
is used by him to rent or otherwise
provide a home. In order to qualify for
the exclusion, the home or rental allow-
ance must be provided as remuneration
for services which are ordinarily the
duties of a minister of the gospel. In
general, the rules provided in §1.1402
(t)-5 will be applicable to such determi-
mtion. Examples of specific services
the performance of which will be con-
gdered duties of a minister for purposes
of section 107 include the performance
of sacerdotal functions, the conduct of
rligious worship, the administration and
maintenance of religious organizations
and their integral agencies, and the per-
fomance of teaching and administra-
five duties at theological seminaries.
Also, the service performed by a qualified
minister as an employee of the United
States (other than as a chaplain in the
Amed Forees, whose service is consid-
ered to be that of a commissioned officer
in his capacity as such, and not as a
minister in the exercise of his ministry),
or a State, Territory, or possession of
the United States, or a political subdi-
vision of any of the foregoing, or the
District of Columbia, is in the exercise
of his ministry provided the service per-
formed includes such services as are
ordinarily the duties of a minister.

Par. 4. Section 1.121 is amended by
Ievising paragraph (18) of section 121
(@), as set forth therein, and the his-
torical note at the end thereof to read
asfollows:

§L121 Statatory provisions; cross ref-
erences to other acts.

Sec. 121. Cross references to other acts.
(8) For the exemption of—

. - * > *

(18) Benefits under laws administered by

the Veterans' Administration, see section
8101 of title 38, United States Code.
[Sec. 121(a) (18) as added by section 501(t),
Servicemen's and Veterans’ Survivor Benefits
Act (70 Stat. 885); sec. 2201(25), Veterans’
Benefits Act of 1957 (71 Stat. 160) ; sec. 13(t),
At of Sept. 2, 1958 (Pub. Law 85-857), 72
Stat. 1268) |

. . - . -

Par. 5. Section 1.1361-3 is amended by
Tevising paragraph (a) (5) to read as
follows:

§L1361-3 Code provisions applicable.

(8) Subtitle 4. * * *

e * a » »
m‘5’ In determining self-employment
tv(=0me for purposes of chapter 2, sub-
plt.le A of the Code, the income of a pro-
i:ewr or a partner shall be determined

&cordance with paragraph (f) or (h)
of $1.1402(a)-2, as the case may be,

Without re &
tion 1361 zard to any election under sec

PR, Doc
(PR, Doc. g3-12373; Filed, Dec. 2, 1963;
8:45 a.m.]
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[T.D. 6692]

PART 1—INCOME TAX; TAXABLE
YEARS BEGINNING AFYER DE-
CEMBER 31, 1953

Carryover of Earnings and Profits in
Certain Corporate Acquisitions

On December 31, 1960, notice of pro-
posed rule making with respect to regu-
lations under section 381(e) (2) and (16)
of the Internal Revenue Code of 1954,
relating to the carryover of earnings and
profits and certain obligations of the dis-
tributer or transferor corporation in cer-
tain corporate acquisitions, was published
in the FEnERAL REGISTER (25 F.R. 14039).
On December 28, 1961, Treasury Deci-
sion 6586, adopting the regulations as
proposed under section 381(c) (2) except
for certain changes including the reser-
vation of paragraph (c¢) of §1.381(c)
(2)-1 (which remained outstanding as
a notice of proposed rule making), was
published in the FEpERAL REGISTER (26
F.R. 12551). After consideration of all
such relevant matter as was presented
by interested persons regarding para-
graph (¢) of § 1.381(e) (2)~1 as proposed,
such paragraph is hereby adopted, sub-
ject to the changes set forth below:

Paragraph (e) of §1.381(c)(2)-1 is
revised to read as follows:

§ 1.381(¢) (2)-1 Earnings and profits.
- - - - =

(¢) Distribution of earnings and prof-
its pursuant to reorganization or lqui-
dation. (1) If, in a reorganization to
which section 381(a)(2) applies, the
transferor corporation pursuant to the
plan of reorganization distributes to its
stockholders property consisting not only
of property permitted by section 354 to
be received without recognition of gain,
but also of other property or money, then
the accumulated earnings and profits of
the transferor corporation as of the close
of the date of transfer shall be computed
by taking into account the amount of
earnings and profits properly applicable
to the distribution, regardless of whether
such distribution occurs before or after
the close of the date of transfer.

(2) If, in a distribution to which sec-
tion 381(a) (1) (relating to certain lig-
uidations of subsidiaries) applies, the
acquiring corporation receives less than
100 percent of the assets distributed by
the distributor corporation, then the ac-
cumulated earnings and profits of the
distributor corporation as of the close of
the date of distribution shall be com-
puted by taking into account the amount
of earnings and profits properly appli-
cable to the distributions to minority
stockholders, regardless of whether such
distributions occur before or after the
close of the date of distribution.

- » - - -
(Sec. 7805 of the Internal Revenue Code of
1954 (B68A Stat. 917; 28 U.S.C. 7805))

[SEAL] MORTIMER M. CAPLIN,
Commissioner of Internal Revenue.
Approved: November 21, 1963.
STANLEY S. SURREY,

Assistant Secretary of the
Treasury.

[F.R. Doc. 63-12391; Filed, Dec. 2, 1963;
8:45 am.]
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[TD. 6693]

PART |—INCOME TAX; TAXABLE
YEARS BEGINNING AFTER DECEM-
BER 31, 1953

Gift Taxes

On October 27, 1962, notice of proposed
rule making with respect to the amend-
ments of the Income Tax Regulations
(26 CFR Part 1) under sections 1015 and
1016 of the Internal Revenue Code of
1954 to conform the regulations to
changes made by section 43(a) of the
Technical Amendments Act of 1958 (72
Stat. 1640) , was published in the FEDERAL
RecisTEr (27 F.R. 10491). After con-
sideration of all such relevant matter as
was presented by interested persons re-
garding the rules proposed, the amend-
ments of the regulations as proposed are
hereby adopted, subject to the following
addition and changes:

PARAGRAPH 1. Paragraph (a) of § 1.1015~
4 is amended.

Par. 2, Paragraph (¢) of §1.1015-5
as set forth in paragraph 3 of the notice
of proposed rule making is changed.

PARr. 3. Paragraph (n) of § 1.1016-5 as
set forth in paragraph 4 of the notice of
proposed rule making is redesignated
paragraph (p).

(Sec. 7805 of the Internal Revenue Code of
1954 (68A Stat. 917; 26 U.S.C. 7805))

[seaL] MOoRrTIMER M, CAPLIN,
Commissioner of Internal Revenue.

Approved: November 22, 1963.

STANLEY S. SURREY,
Assistant Secretary of the
Treasury.

In order that the Income Tax Regula-
tions (26 CFR Part 1) may reflect the
delegation of funections authorized by
section 1015(a) of the Internal Revenue
Code of 1954 and be made to conform to
section 43(a) of the Technical Amend-
ments Act of 1958 (Public Law 85-866,
72 Stat. 1640), such regulations are
amended as follows:

PARAGRAPH 1. Section 1.1015 is amend-
ed by adding a new subsection (d) to
section 1015 and by adding a historical
note. As added, these provisions read as
follows:

§ 1.1015
property acquir
fers in trust

Sec. 1015. Basis of property acquired by
gifts and transfers in trust. * * *

(d) Increased basis for gift tar paid—(1)
In general. I—

(A) The property is acquired by gift on or
after the date of the enactment of the Tech-
nical Amendments Act of 1958, the basis
shall be the basis determined under subsec-
tion (a), increased (but not above the fair
market value of the property at the time of
the gift) by the amount of gift tax pald with
respect to such gift, or

(B) The property was acquired by gift be-
fore the date of the enactment of the Tech-
nical Amendments Act of 1958 and has not
been sold, exchanged, or otherwise disposed
of before such date, the basis of the property
shall be increased on such date by the
amount of gift tax paid with respect to such ~
gift, but such increase shall not exceed an
amount equal to the amount by which the
fair market value of the property at the
time of the gift exceeded the basis of the
property in the hands of the donor at the
time of the gift,

Statutory Jroviaions; basis of
by gifts and trans-
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(2) Amount of taxr paid with respect to
gift. For purposes of paragraph (1), the
amount of gift tax paid with respect to any
gift is an amount which bears the same
ratio to the amount of gift tax paid under
chapter 12 with respect to all gifts made by
the donor for the calendar year in which such
gift is made as the amount of such gift bears
to the taxable gifts (as defined in section
2503 (a) but computed without the deduc-
tion allowed by section 2521) made by the
donor during such calendar year. For pur-
poses of the preceding sentence, the amount
of any gift shall be the amount included with
respect to such gift in determining (for the
purposes of section 2503(a)) the total
amount of gifts made during the calendar
year, reduced by the amount of any deduc-
tion allowed with respect to such gift under
section 2522 (relating to charitable deduc-
tion) or under section 2523 (relating to
marital deduction).

(3) Gifts treated as made one-half by each
spouse. For purposes of paragraph (1),
where the donor and his spouse elected,
under section 2513 to have the gift considered
as made one-half by each, the amount of gift
tax paid with respect to such gift under
chapter 12 shall be the sum of the amounts
of tax paid with respect to each half of such
gift (computed in the manner provided in
paragraph (2)).

(4) Treatment as adjustment to basis.
For purposes of section 1018(b), an increase
in basls under paragraph (1) shall be treated
as an adjustment under section 1016(a).

(6) Application 1o gifts before 1955.
With respect to any property acquired by
gift before 1955, references in this subsec-
tion to any provision of this title shall be
deemed to refer to the corresponding provi-
sion of the Internal Revenue Code of 1939 or
prior revenue laws which was effective for
the year in which such gift was made.

[Sec. 1015(d) as added by sec. 43(a), Tech-

nical Amendments Act 1958 (Public Law 85-
866, 72 Stat. 1640) |

Par. 2. Paragraph (a) of § 1.1015-1 is
amended by adding a new subparagraph
(3) to read as follows:

§ 1.1015-1 Basis of property acquired
by gift after December 31, 1920.

(a) Generalrule. ~ * *

(3) If the facts necessary to deter-
mine the basis of property in the hands
of the donor or the last preceding owner
by whom it was not acquired by gift are
unknown to the donee, the district direc-
tor shall, if  possible, obtain such facts
from such donor or last preceding owner,
or any other person cognizant thereof.
If the district director finds it impossible
to obtain such facts, the basis in the
hands of such donor or last preceding
owner shall be the fdair market value of
such property as found by the district
director as of the date or approximate
date at which, according to the best in-
formation the district director is able to
obtain, such property was acquired by
such donor or last preceding owner.
See paragraph (e) of this section for
rules relating to fair market value.

Par. 3. Paragraph (a) of § 1.1015-4 is
amended to read as follows:

§ 1.1015-4 Transfers in part a gift and
in part a sale,

(a) General rule. Where a transfer
of property is in part a sale and in part
a gift, the unadjusted basis of the prop-

erty in the hands of the transferee is
the sum of—

-

RULES AND REGULATIONS

(1) Whichever of the following is the
greater:

(i) The amount paid by the transferee
for the property, or

(ii) The transferor’s adjusted basis for
the property at the time of the transfer,
and

(2) The amount of increase, if any, in
basis authorized by section 1015(d) for
gift tax paid (see § 1.1015-5).

For determining loss, the unadjusted
basis of the property in the hands of
the transferee shall not be greater than
the fair market value of the property
at the time of such transfer. For deter-
mination of gain or loss of the transferor,
see paragraph (e) of § 1.1001-1.

Par. 4. There is inserted immediately

after §1.1015-4 the following new

section.

§ 1.1015-5 Increased basis for gift tax
paid.

(a) General rule. (1) (1) Subject to
the conditions and limitations provided
in section 1015(d), as added by the
Technical Amendments Act of 1958, the
basis (as determined under section 1015
(a) and paragraph (a) of § 1.1015-1) of
property acquired by gift is increased by
the amount of gift tax paid with respect
to the gift of such property. Under sec-
tion 1015(d) (1) (A), such increase in
basis applies to property acquired by gift
on or after September 2, 1958 (the date
of enactment of the Technical Amend-
ments Act of 1958). Under section 1015
(d) (1) (B), such increase in basis applies
to property acquired by gift before Sep-
tember 2, 1958, and not sold, exchanged,
or otherwise disposed of before such date.
If section 1015(d) (1) (A) applies, the
basis of the property is increased as of
the date of the gift regardless of the
date of payment of the gift tax. For
example, if the property was acquired
by gift on September 8, 1953, and sold by
the donee on October 15, 1958, the basis
of the property would be increased (sub-
ject to the limitation of section 1015(d))
as of September 8, 1958 (the date of the
gift), by the amount of gift tax appli-
cable to such gift even though such tax
was not paid until March 1, 1959. If
section 1015(d) (1) (B) applies, any in-
crease in the basis of the property due
to gift tax paid (regardless of date of
payment) with respect to the gift is
made as of September 2, 1958. Any in-
crease in basis under section 1015(d) can
be no greater than the amount by which
the fair market value of the property at
the time of the gift exceeds the basis
of such property in the hands of the
donor at the time of the gift. See para-
graph (b) of this section for rules for
determining the amount of gift tax paid
in respect of property transferred by gift.

(ii) With respect to property acquired
by gift before September 2, 1958, the
provisions of section 1015(d) and this
section do not apply if, before such date,
the donee has sold, exchanged, or other-
wise disposed of such property. The
phrase ‘“sold, exchanged, or otherwise
disposed of” includes the surrender of
a stock certificate for corporate assets
in complete or partial liguidation of a
corporation pursuant to section 331, It

also includes the exchange of property
for property of a like kind such as the
exchange of one apartment house fo
another. The phrase does not, hoy.
ever, extend to transactions which ap
mere changes in form. Thus, it dog
not include a transfer of assets to a cor-
poration in exchange for its stock ing
transaction with respect to which ng
gain or loss would be recognizable for
income tax purposes under section 351,
Nor does it include an exchange of stock
or securities in a corporation for stock
or securities in the same corporation or
another corporation in a transaction
such as a merger, recapitalization, re.
organization, or other transaction de.
scribed in section 368(a) or 355, with
respect to which no gain or loss is reg.
ognizable for income tax purposes under
section 354 or 355. If a binding contract
for the sale, exchange, or other disposi-
tion of property is entered into, the prop-
erty is considered as sold, exchanged, or
otherwise disposed of on the effective
date of the contract, unless the contract
is not subsequently carried out substan-
tially in accordance with its terms. The
effective date of a contract is normally
the date it is entered into (and not the
date it is consummated, or the date legal
title to the property passes) unless the
contract specifies a different effective
date. For purposes of this subdivision
in determining whether a transaction
comes within the phrase “sold, ex-
changed, or otherwise disposed of”, if &
transaction would be treated as a mere
change in the form of the property if
it occurred in a taxable year subject 0
the Internal Revenue Code of 1954, it wil
be so treated if the transaction occurred
in a taxable year subject to the Internal
Revenue Code of 1939 or prior revenue
law.

(2) Application of the provisions of
subparagraph (1) of this paragraph may
be illustrated by the following examples:

Ezample (1). In 1938, A purchased & busi-
ness building at a cost of $120,000. On Sep-
tember 2, 1958, at which time the property
had an adjusted basis in A’s hands of $60,000,
he gave the property to his nephew, B. &
the time of the gift to B, the property had
a fair market value of $65,000 with respect
to which A paid a gift tax in the amount
of $7,645. The basis of the property in BS
hands at the time of the gift, as determiﬂ‘:d
under section 1015(a) and § 1.1015-1, would
be the same as the adjusted basis in A%
hands at the time of the gift, or $60.000
Under section 1015(d) and this section, the
basis of the building in B’s hands as of b
date of the gift would be increased by th¢
amount of the gift tax pald with rcSP“;
to such gift, limited to an amount by Whi¢
the fair market value of the property at tb¢
time of the gift exceeded the basis of the
property in the hands of A at the time 1(1:
gift, or $6,000. Therefore, the basis of ‘ne
property in B’s hands immediately after ¢ :
gift, both for determining gain or loss O
the sale of the property, would be $6°-090‘ .

Ezample (2). C purchased proper®y !
1938 &t a cost of $100,000. On Octob® -
1952, at which time the property had a1 d\'é
justed basis of $72,000 in C’s hands, he § A
the property to his daughter, D. -‘“d‘ .
date of the gift to D, the property hé e
fair market value of $85,000 with respect 0
which C paid a gift tax in the nmq“f‘;em
$11,745. On September 2, 1958, D still o
the property which then had an sncljusme
basis in her hands of $65,000. Sinc®
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excess of the falr market value of the prop-
erty at the time of the gift to D over the
adjusted basis of the property in C’s hands
at such time is greater than the amount
of gift tax paid, the basis of the property in
D's hands would be increased as of Septem-
ber 2, 1858, by the amount of the gift tax
pald, or $11,745. The adjusted basis of the
property in D’s hands, both for determining
galn or loss on the sale of the property,
would then be $76,745 ($65,000 plus $11,745) .

Example (3). On December 31, 1951, E
gave to his son, F, 500 shares of common
stock of the X Corporation which shares had
been purchased earlier by E at a cost of $100
per share, or a total cost of $50,000. The
basis in E’s hands was still $50,000 on the
date of the gift to F. On the date of the

t, the fair market value of the 500 shares
was 80,000 with respect to which E pald a
gift tax in the amount of $10,695. In 1956,
the 500 shares of X Corporation stock were
exchanged for 500 shares of common stock of
the ¥ Corporation in a reorganization with
respect to which no gain or loss was recog-
nized for income tax purposes under section
854. F still held the 500 shares of ¥ Corpo-
ration stock on September 2, 1958. Under
guch circumstances, the 500 shares of X Cor-
poration stock would not, for purposes of
section 1016 (d) and this section, be con-
sidered as having been ‘sold, exchanged, or
otherwise disposed of” by F before Septem-
ber 2, 1958, Therefore, the basis of the 500
shares of ¥ Corporation stock held by F as
of such date would, by reason of section
1015(d) and this section, be increased by
$10,695, the amount of gift tax paid with
Tespect to the gift to F of the X Corporation
stock.

Ezample (4). On November 15, 1953, G
gave H property which had a fair market
value of $53,000 and a basis in the hands of
G of $20,000. G paid gift tax of $5,250 on the
transfer., On November 16, 1956, H gave the
property t0 J who still held it on September
2, 1658, The value of the property on the
date of the gift to J was $63,000 and H paid
Bift tax of $7,125 on the transfer. Since the
property was not sold, exchanged, or other-
Wise disposed of by J before September 2,
1958, and the gift tax paid on the transfer
to J did not exceed $43,000 (863,000, fair
market value of property at time of gift to
J, less $20,000, basis of property in H’s hands
at that time), the basis of property in his
hands is increased on September 2, 1958, by
87125, the amount of gift tax paid by H on
the transfer. No increase in basis is allowed
for the $5,250 gift tax paid by G on the
transfer to H, since H had sold, exchanged,
or otherwise disposed of the property be-
fore September 2, 1958.

(b) Amount of gift tax paid with’re-
svect to a gift of property. (1) (i) If only
one gift was made during a certain
calendar year, the entire amount of the
glft tax paid under chapter 12 or the
Corresponding provisions of prior revenue
laws for that calendar year is the amount
ggr tthe gift tax paid with respect to the

4 "D If more than one gift was made
Wing a certain calendar year, the
dmount of gift tax paid under chapter 12
Or the corresponding provisions of prior
;e\’f:m_.]e laws with respect to any speci-
.4 €ift made during that calendar year
1:a"{1-1 amount, A, which bears the same
caie“ 2-10 B (the total gift tax paid for that
it ndar year) as C (the “amount of the
divisi computed as described in this sub-
m“;’(’fm bears to D (the total taxable
TRl the year, computed without
i Clion for the gift tax specific exemp-
on under section 2521 or the corre-
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sponding provisions of prior revenue
laws). Stated algebraically, the amount
of the gift tax paid with respect to a
gift equals:

Amount of the gift (C) _ Total gift tax

Total taxable gifts, plus spe-
cific exemption allowed (D) PAILE)

For purposes of the ratio stated in the
preceding sentence, the “amount of the
gift” referred to as factor “C” is the
value of the gift reduced by any portion
excluded or deducted under section 2503
(b) (annual exclusion), 2522 (charitable
deduction), or 2523 (marital deduction)
of the Code or the corresponding provi-
sions of prior revenue laws. In making
the computations described in this para-
graph, the values to be used are those
finally determined for purposes of the
gift tax.

(iil) If a gift consists of more than
one item of property, the gift tax paid
with respect to each item shall be com-~
puted by allocating to each item a pro-
portionate part of the gift tax paid with
respect to the gift, computed in accord-
ance with the provisions of this para-
graph.

(2) For purposes of this paragraph, it
is immaterial whether the gift tax is paid
by the donor or the donee. Where more
than one gift of a present interest in
property is made to the same donee dur-
ing a calendar year, the annual exclusion
shall apply to the earliest of such gifts
in point of time.

(3) Where the donor and his spouse
elect under section 2513 or the corre-
sponding provisions of prior law to have
any gifts made by either of them con-
sidered as made one-half by each, the
amount of gift tax paid with respect to
such a gift is the sum of the amounts of
tax (computed separately) paid with re-
spect to each half of the gift by the
donor and his spouse.

(4) The method described in section
1015(d) (2) and this paragraph for com-
puting the amount of gift tax paid in
respect of a gift may be illustrated by
the following examples:

Ezample (1). Prior to 1959 H made no
taxable gifts. On July 1, 1959, he made a
gift to his wife, W, of land having a value
for gift tax purposes of $60,000 and gave to
his son, S, certain securities valued at $60,-
000. During the year 1959, H also con-
tributed $5,000 in cash to a charitable
organization described in section 2522, H
filed a timely gift tax return for 1959 with
respect to which he paid gift tax in the
amount of $6,000, computed as follows:

Value of land givento W._________ . $60, 000
Less: Annual exclusion.. ____  $3, 000
Marital deduction...______ 30,000 33,000

Included amount of gift_ . .
Value of securities given to
Less: Annual exclusion. ... _

Included amountofgift._____

Qift to charitable organization. _____

Loss: Annual exclusion_ . __ 3, 000
Charitable deduction...._. 2,000

Included amountofgift. .. .

Total included gifts.._ .- SR
Less: Specific exemption allowed.

Taxable gifts for 1950, ... ... ... _____

UL tax on $84,000. - .. .l ..l oo 6, 000

In determining the gift tax paid with respect
to the land given to W, amount C of the
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ratio set forth in subparagraph . (1) (ii) of
this paragraph is $60,000, value of property
given to W, less $33,000 (the sum of $3,000,
the amount excluded under section 2503(b),
and $30,000, the amount deducted under
section 2523), or $27,000. Amount D of the
ratio is $84,000 (the amount of taxable gifts,
$54,000, plus the gift tax specific exemption,
$30,000). The gift tax paid with respect to
the land given to W is $1,928.57, computed
as follows:

$27,000 (C)
it 5. $6 O B
$84,000 (D) K$0,000/(8)
Example (2). On January 15, 1956, A

made a gift to his nephew, N, of land valued
at $86,000, and on June 30, 1956, gave N secu-
rities valued at $40,000. On July 1, 1956, A
gave to his sister, S, 846,000 in cash. A and
his wife, B, were married during the entire
calendar year 1956. The amount of A's tax-
able gifts for prior years was zero although in
arriving at that amount A had used in full
the specific exemption authorized by section
2521. B did not make any gifts before 1956.
A and B elected under section 2513 to have
all gifts made by either during 1956 treated
as made one-half by A and one-half by B.
Pursuant to that election, A and B each filed
a gift tax return for 1956. A paid gift tax of
$11,325 and B paid gift tax of $5,250, com-~
puted as follows:

A B

Value of land given to N__ $43, 000 $43, 000
Less: exclusion..____.____ 3, 000 3, 000
Included amount of gift__ 40,000 40, 000
Value of securities given to 2V

..................... 20,000 20, 000
Less: exclusion.._.__._______ None None
Included amount of gift.. 20,000 20, 000
Cash gift t0 8. e 23,000 23,000
Less: exclusion.__._______ 3, 000 3, 000
Included amount of gift.. 20,000 20, 000
Total included gifts______ 80,000 B8O, 000
Less: specific exemption._ . None 30,000
Taxable gifts for 1956.___ 80,000 50, 000
Gift tax for 1956 .. ____ 11,326 5, 250

The amount of the gift tax pald by A with
respect to the land given to N is computed
as follows:

gg._ooo (C)
$80,000 (D)
The amount of the gift tax pald by B with

respect to the land given to N is computed
as follows:

$40,000 ( C)

$80,000 (D)
The amount of the gift tax paid with respect
to the land is $5,662.50 plus $2,625, or
$8,287.50. Computed in a similar manner,
the amount of gift tax pald by A with respect
to the securities given to N is $2,831.25, and
the amount of gift tax paid by B with respect
thereto is $1,312.50, or a total of $4,143.75.

(e) Treatment as adjustment to basis.
Any increase in basis under section
1015(d) and this section shall, for pur-
poses of section 1016(b) (relating to
adjustments to a substituted basis), be
treated as an adjustment under section
1016(a) to the basis of the donee’s prop-
erty to which such increase applies. See
paragraph (p) of § 1.1016-5.

PaR. 5. Section 1.1016-5 is amended by
adding a new paragraph at the end
thereof to read as follows:

X $11,325 (B) —=$5,662.50

% 85,250 (B) =82,625




12820

§ 1.1016-5 Miscellancous adjustments to

basis.
* . - - -

(p) Gijt tazx paid on certain property
acquired by gift. Basis shall be adjusted
by that amount of the gift tax paid in
respect of property acquired by gift
which, under section 1015(d), is an in-
crease in the basis of such property.

[FR. Doc. 63-12495; Filed, Dec. 2, 1963;
8:50 a.m. ]

Title 46—SHIPPING

Chapter |—Coast Guard, Department
of the Treasury

SUBCHAPTER N—DANGEROUS CARGOES*
[CGFR 63-80]

PART 146—TRANSPORTATION OR
STORAGE OF EXPLOSIVES OR
OTHER DANGEROUS ARTICLES OR
SUBSTANCES, AND COMBUSTIBLE
LIQUIDS ON BOARD VESSELS

Miscellaneous Amendments

Pursuant to the notice of proposed
rulemaking published in the FEDERAL
RecrsTer of February 2, 1963 (28 F.R.
1052-1058), and February 16, 1963 (28
FR. 1510-1511) and the Merchant
Marine Couneil Public Hearing Agenda
dated March 25, 1963 (CG-249), the
Merchant Marine Council held a public
hearing on March 25, 1963 for the pur-
pose of receiving comments, views and
data. Item VIII f. contained proposed
changes regarding dangerous cargoes
and included a proposal designated “De-
tailed Regulations Governing Poisonous
Articles—Radioactive Materials” (CG-
249, pages 220-246). It was announced
at the public hearing and in the Federal
Register document published in the
FepERAL REGISTER of May 30, 1963 (28
F.R. 5378, that final actions with re-
spect to these proposals were deferred
so that the requirements of the Inter-
state Commerce Commission and the
Coast Guard will be in agreement when
published. The ICC notice of proposed
rulemaking on this subject was published
in the FeperaL REGISTER on April 19,
1963 (28 F.R. 3876-3888), ICC Change
Notice No. 58, Docket No. 3666, service
date July 12, 1963. All comments,
views and data that have been received
are now being evaluated and it may be
some time before agreement may be
reached regarding these proposals.
However, it is deemed necessary to rec-
ognize and prescribe requirements re-
garding fissile materials and a new sec-
tion, designated 46 CFR 146.25-21, is
added by this document. This proposal
was originally set forth in the Public
Hearing Agenda (CG-249, pages 222,
227) as 46 CFR 146.25-20(b), and 146.25-
27. No comments were received by the
Coast Guard or ICC pertaining to these
requirements for fissile material. In
view of the fact that fissile materials pre-
sent a criticality hazard that is not
recognized by the present regulations
and a serious potential hazard exists as

1Title as amended by this document.

RULES AND REGULATIONS

more of these materials are being trans-
ported by water, it is deemed necessary
and vital to safety to publish these fissile
material regulations which recognize
this hazard and contain requirements de-
signed to prevent accidental criticality.

The other changes contained in this
document are editorial in nature. The
title for the subchapter is changed to
indicate the character of the regulations
in 46 CFR Parts 146 and 147. Subpart
numbers are assigned to the various sub-
parts in order to conform to the format

used in this chapter of the Code of-

Federal Regulations. Chart “A” in 46
CFR 126.29-99 is changed to correct a
typographical error. This document con-
tains no material based on ICC Change
Orders.

By virtue of the authority vested in
me as Commandant United States Coast
Guard, by Treasury Department Orders
120 dated July 31, 1950 (15 F.R. 6521),
167-14 dated November 26, 1954 (19 F.R.
8026), and CGFR 56-28 dated July 24,
1956 (21 F.R. 5659), to promulgate reg-
ulations in accordance with the statutes
cited with the regulations below, the fol-
lowing amendments are prescribed and
shall become effective on and after the
date of publication of this document in
the PEDERAL REGISTER:

1. The heading for Subchapter N is
changed to “Subchapter N—Dangerous
Cargoes,” as set forth above.

2. The subpart headings are amended
by assigning numbers as follows:

Subpart 146.01—Preface.

Subpart 146.02—General Regulations.

Subpart 146.03—Definitions of Words and
Terms Contained Within the Regulations
in This Subchapter.

Subpart 146.04—List of Explosives or Other
Dangerous Articles Contalning the Ship-
ping Name or Description of Articles Sub-
Ject to the Regulations in This Subchapter.

Subpart 146.06—Shipper’s Requirements Re:
Packing, Marking, Labeling and Shipping
Papers.,

Subpart 146.06—Vessel’'s Requirements Re:
Acceptance, Handling, Stowage, Ete.

Subpart 146.07—Railroad Vehicles, Highway
Vehicles, Vans or Portable Containers
Loaded With Explosives or Other Danger-
ous Articles and Transported- on Board
Ocean Vessels.

Subpart 146.08—Railroad or Highway Ve-
hicles Loaded With Dangerous Substances
and Transported on Board Vessels.

Subpart 146.09—Cargo Handling and Stow-
age Devices, U.S. Coast Guard Container
Specifications.

Subpart 146.10—Barges.

Subpart 146.20—Detailed Regulations Gov-
erning Explosives,

Subpart 146.21—Detailed Regulations Gov-
erning Inflammable Liquids.

Subpart 146.22—Detailed Regulations Gov-
erning Inflammable Solids and Oxidizing
Materials.

Subpart 146.23—Detailed Regulations Gov-
erning Corrosive Liquids.

Subpart 146.24—Detailed Regulations Gov-
erning Compressed Gases.

Subpart 146.25—Detailed Regulations Gov-
erning Poisonous Articles.

Subpart 146.26—Detailed Regulations Gov-
erning Combustible Liquids,

Subpart 146.27—Detailed Regulations Gov-
erning Hazardous Articles.

Subpart 146.28—Temporary Amendments to -

Regulations.

Subpart 146.29—Detalled Regulations Gov-
erning the Transportation of Military Ex-
plosives and Hazardous Munitions on
Board Vessels.

3. Subpart 146.25—Detailed Repu-
lations Governing Poisonous Articles, is
amended by inserting after § 146.25-20
a new § 146.25-21 reading as follows:

§ 146.25-21 Fissile materials.

(a) For the purpose of the regulations
in this part “fissile materials” shall mean
Plutonium 239, Plutonium 241, Uranium
233, Uranium 235 and any material ar-
tificially enriched with any of these four
nuclides,

(b) When more than 15 grams of Plu-
tonium 239, Plutonium 241, Uranium 233,
Uranium 235 or any combination of these
four nuclides are packed in a single con-
tainer the shipment shall be made in
containers authorized by the Comman-
dant, U.S. Coast Guard and the packag-
ing shall also be approved by and each
shipment shall be made in accordance
with procedures approved by the US,
Atomic Energy Commission.

(c) For each shipment of fissile ma-
terials in excess of the quantities given
in paragraph (b) of this section, the
shipper shall supply the vessel with a
certificate issued and signed by the ship-
per or his duly authorized representative
as follows:

This Is to certify that this package con-
tains fiselle (special nuclear) material and
has been prepared for shipment In accord-
ance with the packaging requirements and
limitations established by the U.S. Atomic
Energy Commission as conditions of AEC
License SNM NO. oo (or the terms of
Centract No. .o __ .. ). This type of
packaging and the contents thereof have
been approved as (Insert the appropriate
class according to those listed below) and
is safe for transport subject to the follow-
ing conditions:

(List all conditions. If none, insert '"None.")

Class I package.... Safe from neutron in-
teraction fn any ar-
rangement.

Class IT package... Nuclearly safe in any
arrangement in lim-
ited numbers.

Class ITI package_. Nuclearly safe under
special arrangement.

(d) For Class II shipments, not more
than 40 radiation units may be stowed
in any one hold. Not more than two
Class II shipments may be carried at
any one time unless authorized by the
Commandant, U.S. Coast Guard.

(e) For Class III shipments, special
authority must be obtained from the
Commandant, U.S. Coast Guard.

(f) Each outside container, unless ex-

empt, must be labeled with a properly
executed label as described in § 146.05-
17(q), except that the number of radia-
tion units to be entered on the label
shall be determined in accordance with
procedures approved by the Atomic
Energy Commission.
(R.S. 4405, as amended, 4462, as amended,
4472, as amended; 46 U.S.C. 875, 416, 170.
Interpret or apply sec. 8, 68 Stat. 675; 50
U.S.C. 198, EO. 10402, 17 F.R. 9917, 3 CFR
1952 Supp.)

§ 146.29-99 [Amended]

4. In Subpart 146.29—Detailed Regu-
lations Governing the Transportation of
Military Explosives and Hazardous Mu-
nitions on Board Vessels, § 146.29«92
Ezxplosives admizture charts, Chart “A
in § 146.29-99 is amended by changing
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the circular symbol to the letter “D"” in
the II-J horizontal row opposite II-G,
vertical column.

(R/S. 4405, as amended, 4462, as amended,
4472, as amended; 46 U.8.C. 375, 416, 170.
Interpret or apply sec. 3, 68 Stat. 675; 50
US.C. 198, EO. 10402, 17 F.R. 9917, 3 OFR
1952 Supp.)

Dated: November 27, 1963.
[sEAL] D. McG. MORRISON,
Vice Admiral, U.S. Coast Guard,
Acting Commandant.

[FR. Doc. 63-12497; Filed, Dec. 2, 1963;
8:51 am.]

Title 43—PUBLIC LANDS:
INTERIOR

Chapter |—Bureau of Land Manage-
ment, Department of the Interior

APPENDIX—PUBLIC LAND ORDERS
[Public Land Order 3275]
[Anchorage 032306)

ALASKA

Reserving Public Lands for Protection
and Preservation of Their Archeo-
logical and Historical Values; Re-
voking Public Land Order No. 1459
of August 6, 1957

By virtue of the authority vested in
the President, and pursuant to Executive
Order No, 10355 of May 26, 1952, it is
ordered as follows:

1. Subject to valid existing rights, the
following described public lands in Alas-
ka are hereby withdrawn from all forms
of appropriation under the public land
laws, including the mining laws, and re-
served under the jurisdiction of the De-
pariment of the Interior for protection
and preservation of their archeological
and historical values:

KACHEMAK BAY AREA
Yukon Island

Containing approximately 700 acres.

2. Public Land Order No. 1459 of Au-
gust 6, 1957, which withdrew a part of
the lands deseribed in paragraph 1, here-
of, for protection and preservation of
archeological and historical values, is
hereby revoked,

JOHN A. CARVER, Jr.,
Assistant Secretary
of the Interior.
Novemser 26, 1963.

[PR. Doc. 63-12478: Filed, Dec. 2, 1963;
8:48 am.|

litle 47—TELECOMMUNICATION

Chapter I—Federal Communications
Commission

PART 0—COMMISSION
ORGANIZATION

Office of the Bureau Chief
The Commission, having under con-

f‘deration the amendment of § 0.94(c) of
Tules; anq

FEDERAL REGISTER

It appearing, that the Field Office in
St. Louis, Missouri, has been relocated
from its former address to Room 906, 114
Market Street, and

It further appearing, that the amend-
ment adopted herein pertains to Com-
mission management and organization
and that such amendment is editorial in
nature, and hence that compliance with
the requirements of section 4 of the
Administrative Procedure Act is unnec-
essary,; and

It further appearing, that the amend-
ment adopted herein is issued pursuant
to authority contained in section 4@),
5(b), and 303(r) of the Communications
Act of 1934, as amended, and § 0.261(a)
of the Commission’s rules.

It is ordered, This 25th day of Novem-
ber 1963, that effective November 25,
1963, § 0.94 of the Commission’s rules is
amended as set forth below.

(Sec. 4, 48 Stat. 1066, as amended; 47 U.S.C.
154, Interprets or applies sec. 303, 48 Stat.
1082, as amended; 47 U.S.C. 303)

Released: November 27, 1963.

FEDERAL COMMUNICATIONS
COMMISSION,
BEn F. WAPLE,
Secretary.

Section 0.94(c) is amended to read as
follows:

§ 0.94 Office of the Bureau Chief.

- - - - »

(¢) Office of Field Coordinator, which
is responsible for coordinating the work
of the Common Carrier Bureau Field
Offices. The field offices are located at
90 Church Street, New York, New York,
10007; 180 New Montgomery Street, San
Francisco, California, 94105; and Room
906, 114 Market Street, St. Louis, Mis-
souri, 63101. These offices are responsi-
ble for conducting investigations and
studies, as assigned by the Office of the
Chief of the Bureau, to assure that there
is adherence to the Communications Act
and the Commission’s rules and regula-
tions. These offices also represent the
Commission in contacts with the public
and the carriers.

* * - - -
[F.R. Doc. 63-12501; Filed, Dec. 2,
8:51 am.]

Title 49—TRANSPORTATION

Chapter |—Interstate Commerce
Commission

SUBCHAPTER A—GENERAL RULES AND
REGULATIONS

PART 1—GENERAL RULES OF
PRACTICE

Motor Carriers, Brokers, and Freight
Forwarders; Filing of Applications

At a General Session of the Interstate
Commerce Commission, held at its office
in Washington, D.C., on the 29th day of
November A.D. 1963:

It appearing, that the matter of spe-
cial rules governing notice of filing of
applications by motor carriers of prop-
erty or passengers under sections 206
(except section 206(a) (6) relating to

[SEAL]
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Certificates of Registration) and 209, by
brokers of motor transportation under
section 211, by water carriers under sec-
tions 302(e), 303, and 309, and by freight
forwarders under section 410 of the In-
terstate Commerce Act, and certain
other procedural matters with respect
thereto being under consideration:

It is ordered, That the following spe-
cial rules be, and they are hereby, pre-
seribed:

§ 1.247 Special rules governing notice of
filing of applications by motor car-
riers of property or passengers and
brokers under sections 206 (except
section 206 (a) (6) relating to Certifi-
cates of Registration), 209, and 211,
by water carriers under sections
302(e), 303, and 309, and by freight
forwarders under section 410 of the
Interstate Commerce Act, and certain
other procedural matters with respect
thereto.

(a) Scope and applicability of special
rules—(1) Scope. These special rules
govern the filing and handling pursuant
to the provisions of the Interstate Com-
merce Act of (1) applications for certifi-
cates, permits, and licenses respecting
the transportation of property or passen-
gers under sections 206 (except section
206(a) (6) relating to Certificates of
Registration) , 209, and 211, (ii) applica-
tions for certificates, permits, and exemp-
tions respecting the water transporta-
tion of property or passengers under
sections 302(e), 303, and 309, and dil)
applications for permits to operate as
freight forwarders and for certificates of
abandonment under section 410. Ex-
cept as otherwise herein provided, the
General Rules of Practice shall apply.

(2) Applicability. These special rules
shall apply to all applications enumer-
ated in subparagraph (1) of this para-
graph and filed with the Commission on
and after January 1, 1964, and to such
of those applications filed prior to that
time as the Commission may designate
by appropriate publication in the Fep-
ERAL REGISTER. ¢

(b) Applications— (1) Form and con-
tent. An application filed with the Com-
mission under these special rules shall
be prepared in accord with and contain
the information called for in the form
of application prescribed by the Com-
mission or in instructions which may
have been issued by the Commission with
respect to the filing of such an applica-
tion.

(2) Copies and service. Copies of an
application filed under these special
rules shall be furnished in such number
and shall be filed and served in the man-
ner and upon the persons specified in the
form or instructions, except that serv-
ice thereof need not be made upon
competing carriers. .

(3) Requests for handling applications
without oral hearing. An applicant who
believes its application is susceptible of
handling without oral hearing may re-
quest such handling when the applica-
tion is filed. If such a request is made
at that time, the applicant shall submit
with its application original verified
statements of the facts to which its wit-
nesses would testify at an oral hearing
if one were held, together with six copies




